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PREFACE. 


I  ooMMBKCED  Studying  Political  Economy  at  the  time  when  the 
publication  of  Mr.  Thornton's  work  on  Labour  had  just  given  so  rude 
a  shock  to  the  oommon  belief  that  the  science,  so  fiir  as  it  dealt  with 
the  subjects  of  Value  and  Wages,  was  complete.  The  late  Mr.  J.  E. 
CaimeSy  whose  lectures  I  had  the  privilege  (for  such  I  must  always 
consider  it)  of  attending,  particularly  directed  the  attention  of  his  pupils 
to  the  conflict  between  Mr.  Thornton's  views  and  those  commonly  held  on 
these  subjects,  and  expressed  his  own  opinion  that  the  commonly  received 
theory  required  thorough  revision.  His  own  views  were  afterwards 
given  to  the  world  in  his  ''Leading  Principles  of  Political  Economy," 
published  only  a  year  before  his  untimely  death.  My  attention  having 
been  by  him  directed  to  the  subject,  I  have  found  reason  to  be  dissa- 
tisfied with  the  common  theory,  with  his  own  modification  of  it,  and 
with  that  which  Mr.  Thornton  would  substitute  in  its  place.  I  now 
wish  to  lay  before  the  public  my  theories  of  Value  and  Wages,  which  I 
believed  to  be  new  when  I  adopted  them,  but  in  which  I  have  since 
found  that  I  have  been  forestalled,  in  the  former  case  by  Adam  Smith 
and  Mr.  Cazenove,  and  in  the  latter  by  Mr.  Jevons.  I  have  thought 
that  the  theories  would  be  likely  to  receive  more  attention  if  worked 
into  a  System  of  Political  Economy,  and  I  have,  therefore,  in  the  follow- 
ing pages,  discussed  most  of  the  questions  commonly  dealt  with  in 
treatises  on  the  science.    Having  been  frequently  obliged  to  refer  to 
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sums  expressed  in  the  money  of  different  oonntries,  I  have  thought  it 
most  convenient  to  reduce  all  statements  to  a  common  denomination^ 
and  have  employed  the  French  system^  both  for  money,  weights,  and 
measures^  as  being  in  all  respects  the  best  with  which  I  am  acquainted. 

JOHN  L.  SHADWELL. 


81,  NOTTINOHAM  PlACS,  LONDOK,  W. 

Jamnwry^  1877. 
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SYSTEM  OF  MmCAL  ECONOMY. 


INTRODUCTION. 
CHAPTER  L— GENERAL  VIEW  OF  THE  SCIENCE. 

OBJBCT  OF  THE  SCIEKCB— OBJBCTIOKS  OOKSIBEBED  :  POPUIAR-^XORAli 
— S0IENTIFIO--LAISSBZ-FAIBE. 

PoLTTiciL  EooNOXT  is  the  Boienoe  of  wealth.  It  inyeatigateB  the  laws 
which  Isolate  the  condact  of  human  beings  when  engaged  in  the 
production,  diBtribution,  or  exchange  of  wealth. 

Its  primary  data  are  fdmiahed  by  nniversal  experience,  or  common 
sense,  and  these  it  collects  and  arranges  in  snch  a  way  that  their  appli- 
catioif  to  the  facts  of  common  life  may  be  easily  perceived,  and  often  in 
snch  a  way  that  they  seem  to  be  at  variance  mth  the  teachings  of 
experience,  although  in  reality  in  perfect  harmony  with  them.  It  does 
not  undertake  to  teach  individuals  how  to  get  rich,  but  by  pointing  out 
the  general  causes  which  promote  the  accumulation  of  wealdi,  it  teaches 
legislators  and  administrators  in  what  manner  their  laws  and  acta 
promote  or  impede  the  industrial  prosperity  of  their  subjects.  Every 
Government  is  obliged  to  interfere  more  or  less  with  the  conduct  of  its 
sabjects  in  relation  to  the  accumulation  of  wealth,  and  rulers  must 
therefore  have  some  theory,  both  as  to  the  nature  of  wealth  and  the 
way  in  which  it  is  amassed,  in  order  to  guide  their  conduct.  Political 
Economy  cannot,  indeed,  dictate  to  rulers  what  they  ought  to  do,  but  it 
can  show  them  what. the  effect  of  their  acts  will  be,  and  leave  them  to 
dbraw  their  own  inferences.  Thus,  it  may  show  that  a  particular  law  or 
tax  will  diminish  the  wealth  of  a  community,  but  it  is  unable  to  decide 
whether  that  law  or  tax  ought  to  be  maintained ;  for  the  ruler  may 
consider  that  an  increase  of  wealth  would  injure  the  morals  of  the 
people,  or  that  their  wealth  should  be  sacrificed  for  some  temporary 
political  object. 

In  like  manner  physiology  teaches  us  that  suspension  by  the  neck 
win  produce  death,  but  cannot  tell  us  whether  capital  punishment  ought 
to  be  maintained  or  abolished.    As  physiology  is  useful  in  teaching  us 
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what  are  the  ftmctions  of  the  bodj^  and  warning  ns  to  avoid  whatever 
interferes  with  their  due  discharge,  so  Political  Economy  is  nsefcd  in 
teaching  ns  the  nature  of  the  social  mechanism,  and  warning  us  to 
avoid  whatever  interferes  with  its  action,  nnless  we  have  some  more 
important  object  than  wealth  in  view.  Though  the  generalisations 
from  which  the  science  starts  are  so  simple  and  obvions,  that  every  one 
accepts  them  in  theory  and  in  practice  in  the  management  of  his  own 
affairs,  yet  in  dealing  with  the  affairs  of  others,  people  are  apt  to  lose 
sight  of  them,  and  to  act  in  such  a  manner  as  they  conld  hardly  do  if 
they  had  meditated  long  over  these  simple  truths,  and  learned  how  they 
apply  to  actual  circumstances.  That  money  is  of  no  use  unless  it  can 
be  spent-^that  people  cannot  live  without  food — ^that  it  is  convenient  to 
save  trouble— are  propositions  which  every  one  admits  where  his  own 
business  is  concerned ;  yet  statesmen  often  act,  and  philosophers  often 
reason,  in  a  manner  which  is  quite  inconsistent  with  the  recognition  of 
these  truths.  As  very  few  statesmen  have  either  the  time  or  the 
inclination  to  pursue  abstract  studies,  it  is  necessary  that  another  class 
should  devote  themselves  to  the  task  of  tracing  out  the  laws  which 
govern  human  conduct,  and  showing  how  they  apply  in  different  cases, 
so  that  statesmen  may  avail  themselves  of  the  results  of  their  labour. 
It  is  thus  that  Political  Economy  has  grown  up  from  the  necessity 
which  men  experienced  of  having  a  correct  theory  by  which  to  guide 
their  conduct.  It  is  not  in  the  nature  of  things  that  a  large  number  of 
people  should  devote  themselves  to  this  one  science,  and  there  is  no 
reason  to  complain  that  the  great  majority  are  indifferent  to  it ;  but  it 
is  much  to  be  regretted  that  there  is  in  many  minds  a  positive  hostility 
to  it.  This  is  to  some  extent  the  fate  of  every  science  which  comes 
into  collision  with  popular  prejudices ;  and  the  astronomer  and  the 
geologist  have  had  to  encounter  the  charge  of  sapping  the  foundation  ot 
religion,  because  their  discoveries  were  opposed  to  some  portion  of  a 
particular  creed.  Astronomy  mi  geology  have  now  triumphed,  and 
compelled  their  opponents  to  admit  either  that  the  particular  creeds  are 
altogether  false,  or  that  the  portions  which  were  attacked  are  not 
essential  parts  of  them.  Political  Economy  is  doubtless  destined  to 
triumph  over  all  its  adversaries,  but  they  are  at  the  present  day  so 
numerous,  and  there  are  amongst  them  so  many  men  whose  opinions  are 
entitled  to  the  highest  respect,  that  an  examination  of  the  principal 
objections  which  have  been  urged  against  it  will  form  a  fitting  introduc- 
tion to  a  detailed  exposition  of  the  science.  They  may  be  divided  into, 
three  dasses :  The  popular,  the  moral,  and  the  scientific,  and  will  be 
discussed  in  this  order. 
A  common  objection  is  that  it  is  of  no  use.    Now,  the  use  of  it  is  to 
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point  out  to  Btafeesmen  the  oanaeqiieiioeB  of  their  ofm  acta,  and  to  saj 
that  it  is  of  no  tue  ia  to  say  that  it  does  not  matter  wheth^  thej  know 
what  tliey  are  doing  when  they  enact  a  law.  When  a  OoTemment 
impoees  a  high  tax  on  foreign  mano&ctnres,  it  generally  defbnds  ita 
oondnct  on  the  ground  that  it  thereby  inoreasea  the  wealth  of  ita 
sabjects.  Now>  the  qneetion  whether  it  haa  this  efEeot  ia  an  eoonomic 
qneation,  and  the  Government  proceeds  qnite  aa  mnch  on  a  acientlflo 
theory^  when  it  assumes  that  it  has  this  effect,  as  the  advocatea  of  Free 
Trade  do  when  they  contend  that  it  has  not.  The  only  question  ia^ 
which  is  the  right  theoiy ;  and  the  use  of  deciding  it  ia  to  prevent  the 
Ooverament  from  committing  an  error  which  will  have  the  effect  of 
diminishing  the  wealth,  which  means  the  comfort  of  many  of  ita  sabjects. 
Again,  many  Governments  levy  taxes  for  the  purpose  of  relieving 
poverty,  and  the  aid  of  science  is  required  to  diow  whether  these 
meaanrea  tend  to  diminish  poverty  or  rather  to  increaae  it.  By  levying 
these  taxes  rulers  show  that  they  wish  to  (timiniRh  it,  and  if  they  do  so, 
it  muBt  be  useful  for  them  to  know  whether  their  measures  are  likely  to 
aecure  their  object.  To  give  particular  instances :  In  1810  pubUo 
attention  waa  called  to  the  fact  that  the  notes  of  the  Bank  of  England 
would  not  purchase  as  much  gold  coin  aa  they  nominally  represented. 
Lord  King  informed  Ids  tenants  that  he  w(mld  no  longer  receive  a 
twenty  pound  note  as  a  payment  of  £20  rent,  and  Parliament  waa 
obliged  to  dedde  whether  bank  notes  should  be  made  legal  tender  in 
payment  of  debts  contracted  when  they  were  on  a  par  with  gold.  If 
they  decided  wrong,  they  must  have  injured  either  debtors  or  creditors^' 
and  they  wi^ed  to  do  justice  to  both.  It  was  an  economic^  question, 
for  it  was  a  question  whether  gold  or  notes  had  altered  in  value,  and  it 
could  not  be  solved  without  reference  to  abstract  principles.  In  fiacti 
two  eminent  economists,  Bicardo  and  Tooke,  were  induced  to  undertake 
a  long  course  of  abstract  reasoning  and  laborious  research,  by  their 
desire  to  arrive  at  a  right  conclusion  on  this  practical  question,  which 
excited  much  interest  at  the  time,  but  which  might  now  have  been 
forgotten  if  it  had  not  been  for  their  writings.  In  the  last  generation 
a  controversy  was  origLaated  by  Wakefield  relative  to  the  best  means  of 
disposing  of  waste  land  in  our  colonies.  Here,  again,  a  reference  to 
adenoe  was  necessary,  in  order  to  ascertain  whether  low  wages  conduce 
to  the  increase  of  wealth,  and  whether  putting  a  high  price  on  land 
promotes  either  or  both  of  these  objects.  More  recently  a  Boyal  Com- 
mission waa  appointed  in  1868,  to  consider  a  proposal  made  by  the 
French  Government,  that  the  quantity  of  fine  gold  in  the  sovereign 
should  be  reduced,  so  as  to  make  it  contain  exactly  the  same  quantity  aa 
five  five-franc  pieces.    The  objection  was  instantly  raised  that  the 
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rednction  wonld  lower  the  valae  of  the  sovereign,  and  that  much  inoon- 
venience  wotild  be  caused  if  all  debtors  were  obh'ged  to  add  1  per  cent, 
to  all  their  debts,  however  small ;  and  it  is  the  task  of  Political  Economy 
to  decide  whether  such  a  measure  wonld  actually  change  the  value  of 
the  sovereign. 

But  rulers  are  not  the  only  people  who  need  the  aid  of  this  science. 
An  who  wish  to  dispense  charity  may  profitably  consult  it,  for  it  will 
help  them  in  judging  how  far  the  efPects  of  a  particular  mode  of  dis- 
pensing it  is  likely  to  prove  beneficial  or  injurious.  Socialists  and  all 
who  desire  social  reforms  ought  to  consult  it,  in  order  that  their  plans 
may  be  well  devised  and  meet  with  success.  Unfortunately,  these  are 
the  very  classes  which  profess  the  greatest  hostility  to  the  science.  They 
generally  find  some  doctrine  in  the  writings  of  economists  which  is 
opposed  to  their  particular  scheme,  and  they  suppose  that  Political 
Economy  is  worthless  because  they  object  to  this  particular  doctrine. 
But  this  18  not  the  proper  way  to  treat  science.  Science  makes  no 
demand  on  the  faith  of  its  votaries,  and  is  not  bound  up  with  any 
doctrine,  but  only  requires  men  to  believe  what  has  been  proved  to  be 
true.  If  sociaUsts  can  prove  that  free  competition  among  capitalists 
and  workmen  retards  the  production  of  wealth  in  general,  or  reduces 
the  earnings  of  the  labourers,  economists  will  cheerfully  and  grateftilly 
accept  this  addition  to  their  knowledge,  and  admit  that  they  have  been 
mistaken,  but  not  that  the  science  is  useless.  Alphonso  the  Tenth, 
King  of  Castile,  said  that  the  Ptolemaic  system  was  a  crank  machine, 
and  that  it  was  a  pity  that  its  inventor  did  not  take  advice.  We  now 
know  that  the  system  was  erroneous.  But  we  should  not  give  the  king 
credit  for  much  sagacity  if  he  had  said  that  astronomy  was  a  crank 
machine,  and  our  belief  in  its  utility  is  stronger  than  ever.  So  the  time 
may  come  when  the  world  will  adopt  Mr.  Buskin's*  plan  of  fixing  a 
rate  of  wages  for  every  kind  of  work,  and  of  paying  the  same  to  all 
workmen,  whatever  their  skill.  .  But  Mr.  Buskin  himself  considers  that 
the  rate  should  be  fixed  every  year,  and  that  they  should  be  difPerent  in 
different  employments,  and  Political  Economy  would  still  be  needed  to 
explain  these  differences  and  fiuctuations. 

The  science  is  often  taunted  with  its  impotence.  Comte  complained 
that  it  was  unable  to  point  out  a  remedy  for  the  distress  occasioned  by 
the  introduction  of  a  new  process,  which  prevents  men  from  working  in 
the  manner  to  which  they  are  accustomed.  Mr.  Buskin  complains  that 
it  is  unable  to  establish  harmony  between  employers  and  employed. 

*  See  "  Unto  this  Last."  Four  Essays  on  the  First  Principles  of  Political 
Bconomy.    By  John  Ruakin.    1862. 
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But  though  it  is  not  able  to  cure  all  existing  qyUb,  it  may  fiurly  layclaiin 
to  some  attention  if  it  explains  their  canses.  It  is  interesting  to  know 
the  canses  of  eclipses  and  earthquakes,  althongh  such  knowledge  gives 
ns  no  power  to  prevent  thenu  The  number  of  historical  works  which 
are  pubUshed  eveiy  year  evinces  the  interest  which  people  take  in  the 
history  of  past  times,  although  they  do  not  expect  to  torn  their  know- 
ledge  to  practical  account.  Economic  discoveries  have  already  thrown 
great  light  on  history,  and  camiot  fail  to  throw  much  more,  and  as 
intellectual  culture  becomes  more  widely  diffused  there  will  be  found 
more  and  more  minds  to  derive  pleasure  fix>m  a  knowledge  of  the  laws 
which  govern  the  universe,  and  among  these  the  laws  which  govern  the 
growth  of  society  will  always  receive  their  share  of  interest. 

There  are  some  who  base  their  objections  on  moral  grounds*  It  is 
said  that  the  science  looks  only  to  the  accmnulation  of  wealth,  but  that 
the  accumulation  of  wealth  is  not  a  good  thing,  or  is  not  the  only  thing 
to  be  desired.  This  objection  perhaps  arises  from  a  misapprehension  of 
terms.  Wealth,  in  the  sense  in  which  it  is  used  by  economists,  does  not 
mean  large  fortunes,  but  commodities  which  are  useful  or  agreeable  to 
man,  and  it  includes  the  food  and  clothing  of  the  poorest  labourer.  The 
very  persons  who  denounce  a  science  of  wealth  complain  the  loudest  of 
the  poverty  which  still  afiOicts  a  large  number  of  our  countrymen;  but 
without  understanding  the  causes  of  the  production  of  wealth,  it  is 
impossible  to  discover  a  way  of  increasing  the  comfort  of  these  classes. 
It  is  often  said,  as  this  science  is  only  concerned  with  wealth,  it  sanctions 
any  means  which  are  employed  to  obtain  it.  Thus  Mr.  Buskin  says, 
that  a  master  is  acting  on  strict  economical  principles  when  he  gives 
a  servant  the  lowest  wages,  and  extracts  from  him  the  greatest  amount 
of  work  that  he  can  without  inducing  him  to  quit  his  service,  but  that 
in  Mr.  Buskin's  opinion,  the  servant  would  work  better  if  kindly  treated. 
Now,  in  the  first  place,  Political  Economy  does  not  recommend  the  pro* 
duction  of  wealth  at  the  expense  of  morality,  but  only  points  out  how 
its  production  may  be  carried  on !  And,  in  the  second  place,  it  points 
out  that  men  do  much  less  work  when  they  are  ill,  than  when  they  are 
well  treated.  Mr.  Frederick  Harrison  objects  to  it,  on  the  ground  that 
it  only  inquires.  What  are  the  rules  which  now  regulate  human  conduct? 
whereas  these  rules  are  very  faulty,  and  we  ought  rather  to  endeavour 
to  induce  mankind  to  adopt  higher  and  better  rules,  and  that  a  social 
reformer  finds  the  science  useless,  because  it  only  seeks  to  explain  a  state 
of  things  which  it  is  the  reformer's  aim  to  abolish.  Thus  while  on  the 
one  side  the  science  is  ridiculed  for  its  inability  to  recognise  existing  &ct8, 
it  is  attacked  on  the  other  for  merely  concerning  itself  with  existing 
fiicts,  and  not  discussing  what  human  conduct  might  be  if  men  were 


Digitized  by  VjOOQIC 


6  SCIENTIFIC  OBJECTIONS. 

different  to  trhat  they  are.  But  the  science  is  no  more  pledged  to  the 
maintenance  of  onr  present  social  institations,  than  astronomy  is  pledged 
to  uphold  the  perfection  of  the  solar  system.  The  solar  system  and 
English  society  are  matters  for  scientific  investigationy  because  they  exist; 
but  astronomy  and  Political  Ec9nomy  would  still  have  work  to  do  if  all 
the  other  planets  should  cease  to  exist,  or  if  England  were  depopulated. 
Abstract  principles  are  best  explained  by  illustrations  drawn  from  actual 
practice,  and  economists  therefore  prefer  to  cite  examples  from  societies 
which  exist,  or  have  existed;  but  they  are  perfectly  willing  to  discuss  the 
schemes  of  socialists,  or  other  reformers,  and  if  they  make  any  preten- 
sions to  effect  a  larger  production  or  a  better  distribution  of  wealth. 

Hostility  to  the  science  frequently  takes  the  form  of  objection,  not  to 
the  science  itself,  but  to  the  method  by  which  it  is  at  present  pursued. 
Thus  Mr.  Buskin  admits  that  its  conclusions  follow  from  its  premises, 
but  says  that  it  is  inapplicable,  because  it  takes  no  account  of  the  social 
affections.  He  compares  it  to  a  science  of  gymnastics,  which  should 
assume  that  men  had  no  skeletons,  and  should  recommend  that  the 
pupils  should  be  rolled  up  into  pellets,  or  other  impossible  things,  and 
says  that  such  a  science  would  not  be  more  useless  than  one  which 
assumes  that  men  are  guided  solely  by  their  interests.  There  is  certainly 
some  force  in  this  objection,  and  great  caution  is  always  necessary  in 
predicting  the  consequences  of  economic  laws.  A 'margin  must  always 
be  left  for  the  effect  of  the  motives  of  affection,  ignorance,  or  prejudice, 
but  there  are  two  circumstances  which  deprive  the  objection  of  much  of 
its  force.  The  first  is,  that  these  motives,  when  they  act  in  opposition 
to  self-interest,  frequently  counterbalance  one  another  where  large 
numbers  are  concerned,  and  thus  do  not  affect  the  general  result ;  the 
second  is,  that  the  interests  of  all  men  are  in  harmony  with  one  another, 
and  therefore  the  path  of  interest  is  the  path  of  duty.  If  the  time 
should  ever  come  when  men  will  desire  to  live  for  others  rather  than  for 
themselves,  their  motives  will  be  changed;  but  their  conduct  will  be,  to 
outward  appearance,  much  the  same  as  at  present. 

Those  who  are  engaged  in  dangerous  occupations  now  receive  high 
pay,  in  order  that  self-interest  may  induce  them  to  run  the  risk.  If 
hereafter  men  will  engage  in  them,  from  a  sense  of  duty  to  society, 
society  will  feel  bound  to  give  them  high  pay  in  order  to  compensate 
their  sacrifice. 

Gomte  objects  to  the  method  which  is  followed  by  economists  of 
tracing  the  consequences  of  one  set  of  motives,  and  declares  that, 
though  this  method  is  appropriate  to  physical  science  it  cannot  be 
applied  to  the  phenomena  of  society,  on  account  of  their  peculiar  solida- 
rity.   He  however  gave  no  reason  for  such  a  distinction.   It  is  perfectly 
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iarae  ihat  haxDan  condact  is  regulated  by  a  great  complexity  of  motiveSi 
bat  this  is  equally  tnie  of  the  phenomena  of  the  physical  world,  in  both 
cases  there  are  many  caoses  acting  at  once,  and  the  effects  are  Teiy 
comidez ;  but  this  complexity  has  been  nnravelled  in  physical  science  by 
examining  the  different  caoaes  separately.  The  discharge  of  a  gon  giTes 
rise  to  sonnd,  heat,  mechanical  motion,  and  chemical  decomposition,  bat 
neith^  Oomte  or  anyone  else  e^er  gave  this  ss  a  reason  for  uniting 
acouatios,  thennology,  mechanics,  and  chemistiy  in  one  science.  All 
phenomena  appear  very  complex  before  they  are  submitted  to  sdentifio 
analysis,  and  Gomte's  argument  amounts  to  this,  that  the  separate 
investigation  of  different  caoses  enables  us  to  understand  complex 
physical  phenomena,  but  that  this  method  is  inapplicable  to  social 
ph^iomena^  because  they  are  complex. 

It  is  true  that  an  economist  may  derive  advantage  from  an  acquaint* 
aoce  with  other  sciences,  but  this  is  equally  the  case  with  a  chemist,  and 
famishes  no  argument  agaiost  the  method  of  tracing  out  separately  the 
effects  of  different  causes.  It  is  but  tail  to  mention,  that  Mr.  Harrison 
considers  that  Gomte  merely  meant  to  say  that  Political  Economy  is  only 
a  branch  of  sociology,  just  as  selenology  is  a  branch  of  astronomy,  and 
that  it  is  not  of  sufiScient  importance  to  be  considered  a  science.  If  this 
be  1^  Gomte  meant,  then  there  is  nothing  to  discuss ;  for  it  would  be  as 
profitless  to  dispute  Whether  it  is  to  be  called  a  science  or  a  branch  of 
a  science,  as  whether  a  particular  plant  is  to  be  called  a  distinct  species 
or  a  mere  variety. 

There  is  one  objection  which  has  not  yet  been  noticed,  but  which  is 
put  forward  more  often  and  more  vehemently  th^  any  which  have  been  ^  / 
discussed,  and  which  in  reality  lies  at  the  root  of  all  Uie  hostility  which  / 
is  evinced  towards  the  science.  Gomte,  Mr.  Buskin,  Mr.  Garlyle,  and 
a  host  of  less  eminent  persons  desire  to  induce  governments  to  do  much 
more  for  their  subjects  than  simply  protect  their  lives  and  property,  and 
wish  them  to  provide  for  their  material^  moral,  and  intellectual  wel&re, 
and  they  object  to  Political  Economy,  because  they  believe  that  it 
recommends  governments  to  let  alone  all  things  which  are  not  implied 
in  the  protection  of  life  and  property.  They  regard  it  as  bound«*up  with 
the  doctrine  of  Laissez-Faire,  and  if  it  were  not  for  this^  it  is  probable 
that  none  of  the  objections  already  recited  would  ever  have  been  made, 
or  at  all  events  sanctioned  by  such  eminent  names.  Now,  strictly  speak- 
ing, it  is  not  more  true  that  Political  Economy,  than  that  physiology  is 
identical  with  Laissez-Faire,  or  let  alone.  Physiology  teaches  us  that 
the  healthof  children  is  promoted  by  eating  sugar,and  injured  by  eating 
fiat;  and  those  persons  who  desire  that  their  children  should  enjoy  good 
het^h,  may  draw  the  inference  that  their  likes  and  dislikes  Aimish  the 
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best  gnide  in  the  matter.  In  the  same  waj  Political  Economy  shows 
that  the  wealth  of  a  country  is  promoted  by  Free  Trade  with  other 
comitries,  bnt  it  camiot  decide  whether  it  is  advisable  to  sacrifice  this 
advantage  in  order  to  make  war  to  avenge  some  injmy  or  insult,  any 
more  than  physiology  can  decide  whether  parents  woidd  act  wisely  in 
thwarting  their  children's  inclinations  in  order  to  teach  them  obedience, 
self-sacrifice,  or  any  other  moral  quality.  All  these  are  questions  for 
the  moralist,  and  if  the  result  of  scientific  inquiry  is  to  show  that  men 
can  accumulate  more  wealth  when  left  to  follow  their  own  inclinations, 
unchecked  by  compulsion  and  unassisted  by  the  direction  of  Government, 
it  remains  for  moralists  to  decide  whether  such  accumulation  ought  to 
be  sacrificed  to  some  other  object,  or  whether  we  ought  to  let  people 
alone,  that  they  may  obtain  as  much  comfort  as  possible.  If  morality 
decides  for  the  former  alternative,  the  advocates  of  paternal  government 
have  nothing  to  complain  of,  and  if  for  the  latter,  their  opponent  is  not 
Political  Economy,  but  morality.  Let  alone  i^  not  a  precise  expression, 
and  has  sometimes  been  used  so  as  to  include  leaving  undisturbed  the 
power  which  some  classes  receive  from  the  law  of  interfering  with  the 
liberty  of  others.  If  it  is  to  have  any  consistent  meaning,  it  must  mean 
leaving  every  individual  equal  liberty  of  action,  and  this  implies  curbing 
their  actions  whenever  they  interfere  with  the  liberty  of  others.  In  this 
sense  it  must  be  admitted,  that  the  tendency  of  scientific  inquiry  is  to 
show  more  and  more  convincingly  that  Laissez-Faire  is  the  best  maxim 
for  governments  to  adopt  when  they  desire  to  see  the  material  comfort 
of  their  subjects  increased,  and  as  the  moral  standard  of  the  human  race 
is  gradually  raised  they  will  feel  more  and  more  convinced  that  it  is 
their  duty  to  abstain  from  all  acts  which  interfere  with  individual 
liberty.  Thus  science  and  morality  go  hand-in-hand,  and  while  the  one 
indicates  a  line  of  action  as  the  most  conducive  to  happiness,  the  other 
indicates  the  same  line  as  the  path  of  duty.  While  prepared  to  examine 
any  arguments  which  may  be  brought  forward  in  its  favour.  Political 
Economy  must  oppose  the  same  uncompromising  resistance  to  those  who 
prefer  paternal  government  to  truth,  as  natural  history  to  those  who 
prefer  the  book  of  Genesis  to  truth,  and  can  appeal  with  equal  confidence 
to  the  judgment  of  posterity. 
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CHAPTER  II.— HISTOET  OF  POLITICAL  ECONOMY. 

EARLY  THSOBY  OF  WEALTH— THE    MEBOANTILE    SYSTEM— THE  EOOKO- 

MISTS  :  ADAM  SMTTH,  MALTHUS,  SAY,  BICABDO,  TOOKE,  MILL, 

LOKGE,  AND  THOBNTON. 

Every  science  is  slowly  built  up  by  the  labours  of  many  thinkers.  The 
first  steps  are  always  difficult,  and  many  failures  precede  every  success. 
A  rude  theory  is  first  constmcted,  which  embraces  a  few  facts.  Then 
more  facts  are  collected,  and  are  explained  by  this  theory,  until  at  length 
they  become  too  numerous  and  too  various  to  be  explained  in  the  old 
way,  and  after  numerous  attempts  have  been  made  to  fit  them  to  it, 
some  thinker,  renouncing  the  attempt  in  despair,  is  driven  to  question 
the  truth  of  the  theory.  Then  he  frames  a  new  one,  which  embraces 
the  facts  known  to  him,  and  more  facts  are  collected,  until  the  new  one 
is,  in  its  turn,  found  to  be  insufficient,  and  is,  in  its  turn,  superseded. 
The  fhuner  of  a  new  theory  is  anxious  to  destroy  the  old  one,  and 
naturally  regards  it  as  an  obstacle  in  the  path  of  progress,  which, 
indeed,  it  is  when  the  new  one  is  proposed.  But  it  is  a  mistake  to 
suppose  that  obsolete  theories,  at  the  time  when  they  were  generally 
believed,  materially  impeded  the  progress  of  knowledge.  Men  must 
generalise  the  result  of  their  knowledge,  however  imperfect,  and  without 
doing  so  they  would  neither  care  to  coUect  information,  nor  be  able  to 
arrange  what  they  had  collected. 

In  this  way  theories,  which  we  now  regard  as  most  absurd,  have  served 
to  guide  the  industrious  toilers  who  have  collected  the  materials  on 
which  the  great  thinkers  have  founded  their  grandest  discoveries. 

No  man  of  genius,  though  he  be  a  Newton  or  a  Darwin,  is  able  to 
construct  a  science  in  its  entirety.  He  can  only  add  the  superstructure 
to  the  foundations  which  others  have  laid,  and  would  be  unable  to 
frame  his  theory  if  he  were  not  possessed  of  the  information  collected 
by  m^  who  believed  that  the  sun  went  round  the  earth,  or  that  the 
forms  and  habits  of  animals  were  given  them  by  their  Creator,  in  order 
to  fit  them  for  the  life  which  they  now  lead.  The  sketch  of  the  progress 
of  Political  Economy  which  I  am  about  to  give  will  show 

"  That  men  may  rise  on  stepping  stones 
Of  their  dead  selves  to  higher  things  ** 

in  this  and  all  other  departments  of  knowledge. 
It  will  be  the  more  useful,  because  in  learning  the  science  every 
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individaal  passes  through  the  leading  stages  of  thought  which  economists, 
as  a  body,  have  passed  throagh,  in  bringing  the  science  to  its  present 
state. 

The  first  idea  which  every  one  entertainB  respecting  wealth,  is  that  it 
consists  of  money,  and  this  is  the  earliest  of  all  economic  theories. 

Looking  at  a  few  facts,  we  observe  that  tradesmen  are  always  anxions 
to  obtain  money  in  exchange  for  their  goods,  and  that  labourers  are 
always  anxious  to  obtain  money  by  their  labour.  Naturally  enough, 
they  concluded  that  the  object  of  all  men  was  to  obtain  money  ;  and,  as 
the  wealth  of  individuals  is  always  estimated  by  comparing  the  quantity 
of  money  which  they  possess,  it  was  supposed  that  money  alone  consti- 
tuted wealth. 

The  early  rulers  of  England  regarded  it  as  their  duty  to  prevent  their 
kingdom  from  being  impoverished ;  and,  as  they  never  thought  of  dis- 
puting that  wealth  consisted  of  gold  and  silvery  they  held  themselves 
bound  to  prevent,  as  far  as  possible,  the  exportation,  and  to  encourage 
the  importation  of  these  metals. 

To  obtain  this  latter  object,  they  prohibited  their  subjects  from 
selling  their  wares  on  the  continenty  except  in  a  few  specified  towns, 
where. they  appointed  ofiicers  to  see  that  in  every  bargain  the  English 
merchants  received  gold  or  silver,  in  exchange  for  commodities  of 
English  growth  or  manufacture.  Thus,  foreign  wares  could  not  be 
imported  by  Englishmen,  and  when  foreigners  imported  them  similar 
precautions  were  adopted  to  compel  them  to  take  English  goods  in 
exchange,  and  prevent  them  from  taking  away  more  money  than  they 
might  require  to  pay  their  travelling  expenses  back  to  their  own 
country.  When  the  East  India  Company  was  established  in  1600,  they 
found  it  profitable  then,  as  now,  to  export  silver  to  India  and  China, 
and  they  received  commission  to  export  foreign  coin  and  bullion  to  the 
amount  of  £80,000,  on  condition  of  importing  a  larger  quantity  from 
other  countries.  This  practice  of  theirs  led  to  a  controversy  which 
gave  the  first  shock  to  the  primitive  theory  that  wealth  consisted  of 
money  alone. 

The  company  were  charged  with  impoverishing  the  country  by  siding 
silver  out  of  it,  and  some  of  their  servants  felt  it  incumbent  upon  them 
to  defend  their  conduct.  The  only  argument  that  occurred  to  them 
was,  that  though  they  sent  silver  to  India,  they  obtained  in  exchange 
Indian  goods,  which  they  sent  to  other  countries,  and  from  these  latter 
received  a  much  larger  quantity  of  the  precious  metals  than  they  had 
previously  exported.  One  of  the  ablest  of  them,  Thomas  Mun,  ccmi- 
pared  the  transaction  to  the  operations  of  agriculture,  saying  that,  as 
the  ploughman  throws  seed  in  order  to  obtain  a  much  larger  quantity 
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when  the  harvest  aniTes^  eo  the  oompanj  took  Bomethiiig  from  the 
wealth  of  the  cotuitiy,  only  in  order  to  return  what  it  had  taken, 
together  with  a  large  addition.  He  constmcted  on  this  basis  what  has 
been  called  the  mercantile  system,  which  recognises  that  it  is  often 
neceasary  for  a  country  to  part  with  a  portion  of  its  stock  of  the  precious 
metals,  but  which  teaches  that  trade  ought  to  be  carried  on  in  such 
a  way  that  in  the  long  run  the  imports  of  bullion  should  exceed  the 
exports. 

It  is  to  this  that  we  owe  the  terms  which  are  still  in  use,  favourable 
and  un&vourable  balance  of  trade.  The  balance  was  said  to  be  un- 
&Tourable  when  gold  was  passing  out  from  a  country,  and  &vourab]e 
when  it  was  coming  in.  Though  we  no  longer  believe  that  wealth 
consists  of  the  precious  metals  alone,  these  terms  are  still  retained,  and, 
aa  Mr.  Qoschen  points  out,  jmi  unfavourable  state  of  the  exchanges  is 
really  such  to  bankers  and  merchants,  as  it  compels  the  former  to 
restrict  their  advances  and  t£e  latter  to  pay  a  higher  rate  of  interest ; 
and  it  is  generally  at  such  times  that  commercial  crises  occur.  The 
difference  was  but  slight  between  the  old  system,  which  the  late 
Mr.  Jones  *  called  iihe  balance  of  bargains,  and  the  new  one  of  the 
balance  of  trade.  Both  assumed  that  the  precious  metals  alone  con- 
stituted wealth  ;  but  whereas  the  former  taught  that  all  exportation  of 
bullion  was  a  national  loss,  the  latter  allowed  that  it  was  sometimes 
profitable.  Having  advanced  thus  far,  the  next  step  was  to  show  that 
exportation  never  took  place  unless  it  was  profitable,  and  this  the 
supporters  of  the  East  India  Company  in  time  proceeded  to  do. 
Towards  the  end  of  the  17th  century  a  new  controversy  arose,  in 
which  the  company  were  charged  with  impoverishing  the  country  in 
two  ways — ^first,  as  before,  by  exporting  bullion,  and,  secondly,  by 
importing  silk  goods  of  Indian  manufiicture.  Then,  as  now,  it  was 
said  that  foreign  competition  was  ruining  our  manufactures,  and  the 
BoppottetB  of  the  company  were  obliged  to  inquire  into  the  nature  of 
wealth  in  order  to  defend  themselves.  As  soon  as  they  seriously  asked 
themselyes  what  wealth  was,  they  perceived  that  it  did  not  consist  of  the 
precious  metals  alone,  but  of  all  commodities  which  are  the  objects  of 
human  desires.  If  we  confined  our  observation  to.  a  single  hour,  we  see 
that  a  tradesman  is  desirous  to  part  with  his  cloth,  and  obtain  money;  but 
if  we  look  a  Uttle  longer,  we  see  that  he  is  anxious  to  part  with  his 
money  to  obtain  bread,  meat,  clothing,  and  other  commodities  which 
he  fiuda  useful  or  agreeable.    AQ  men  desire  to  obtain  money,  but  it  is 


*  See  an  interesting  sketch  of  the  Early  Political  Economy  of  Bnglflnd,  in  tlie 
Literaiy  Bonsins  of  the  Bev«  B.  Jones.    Edited  by  Dr.  Whewell.    1969. 
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only  that  they  may  exchange  it  for  other  things,  and  if  they  oonld  not 
BO  exchange  it,  they  would  not  care  to  poBsess  it.  Some  people  had 
pomted  thifi  out  even  so  long  ago  as  the  time  of  Aristotle,*  and  he  in 
siding  with  them  illustrated  his  argument  by  a  happy  allusion  to  the 
legend  of  Midas.  Midas  was  said  to  have  prayed  to  the  gods  for  the 
power  of  turning  everything  which  he  touched  into  gold,  but  as  even  his 
food  and  drink  turned  into  gold  as  soon  as  they  touched  his  lips,  he 
would  have  starved  if  he  had  not  been  relieved  from  his  uncomfortable 
privilege.  The  company  contended  that  they  increased  the  wealth  of 
England  by  bringing  in  the  silks  which  the  people  wanted,  and  sending 
away  the  bullion  which  they  did  not  want.  Their  opponents  argued, 
that  it  was  better  for  England  to  manu&cture  things  at  home  which  she 
could  import  more  cheaply  from  abroad,  and  induced  Parliament  to 
prohibit  the  importation  of  Indian  silks.  Their  successors  at  the  present 
day  asked  Parliament  to  provide  for  the  education  of  workmen,  in  order 
that  we  may  make  at  home  what  we  can  import  more  cheaply  from 
Germany.  But  although  the  company  did  not  obtain  their  object  of 
convincing  the  Legislature,  they  convinced  many  thoughtful  men  that 
wealth  was  a  different  thing  from  money,  and  this  was  kept  in  mind  by 
a  succession  of  English  writers  from  Dudley  North  to  Hume  and  Adam 
Smith. 

The  English  began  to  study  the  science  of  wealth  in  order  to  defend 
commerce ;  the  French  were  prompted  by  a  desire  to  reform  their 
system  of  taxation.  Guilbert  towards  the  end  of  the  17th  century,  and 
Yauban  in  the  beginning  of  the  18th,  ably  exposed  the  unequcJ  and 
oppressive  character  of  the  French  system,  and  suggested  various 
remedies.  In  the  middle  of  the  18th  century,  Quesney  baaed  a  new 
scheme  of  taxation  on  a  peculiar  theory  of  wealth.  He  saw  that  all 
wealth  was  originally  obtained  either  from  the  land  or  the  water,  and 
from  this  he  inferred  that  no  labour  was  productive  of  wealth  except  that 
employed  in  agriculture,  fisheries,  and  mines.  He  admitted  that  the 
manufacturing  and  commercial  classes  were  useful,  but  denied  that  they 
added  anything  to  the  wealth  of  the  country.  He  saw  that  &rmers  paid 
rent  to  their  landlords,  while  manu&cturers  and  merchants  did  not,  and 
this  seemed  to  him  a  further  proof  that  agricultural  labour  alone  was 
productive,  since  it  alone  yielded  a  surplus,  while  those  engaged  in  other 
occupations  consumed  all  that  they  produced.  Hence  he  argued,  that 
all  taxes  must  fall  on  the  landlords,  for  if  anything  were  taken  from  the 
productive  labourers  it  would  diTninish  their  powers  of  production,  and 
consequently  the  surplus  paid  to  the  landlords,  and  as  all  the  unproductive 

•  Bee  his  *'  Politics*"    Book  I*,  Chap.  9*    Mr.  Congreve's  Edition* 
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laboni^rs  were  mamtaiiied  by  the  productiye  ones  and  the  landlords, 
whatever  was  taken  from  them  must  be  likewise  taken  from  the  land- 
lords. From  this  he  drew  the  natoral  inference,  that  it  wonld  be  much 
better  to  raise  the  whole  revenue  of  the  State  by  one  simple  tax  on  the 
landlords.  Quesney  committed  a  great  mistake  when  he  supposed  that 
manufacturers  did  not  increase  the  wealth  of  a  country.  In  reality, 
everyone  increases  wealth  who  gives  to  matter  a  new  form,  or  places  it 
in  a  position  which  makes  it  useful  to  man.  No  one  can  create  matter, 
but  the  man  who  brings  iron  from  the  bottom  of  the  mine  to  the  sur&ce 
places  it  where  it  will  be  of  more  use,  and  the  same  thing  is  done  by  the 
man  who  heats  i|X)n  in  the  ftarnace  and  makes  it  into  knives,  and  the 
labours  of  both  are  equally  productive.  Quesney  was  also  mistaken  in 
supposing  that  taxes  could  not  &11  on  labourers,  for  this  is  impossible 
only  if  they  are  already  reduced  to  such  poverty  that  they  have  but  just 
enough  to  support  life,  a  state  of  things  which  nowhere  exists  and  is 
never  likely  to  exist,  and  which  is  inconsistent  with  the  existence  of  any 
government.  But  although  the  fundamental  principles  of  his  theory 
were  unsound,  it  attracted  considerable  attention  at  the  time,  and  he 
became  the  founder  of  a  school  known  by  the  general  name  of  the 
Economists,  who  were  principally  distinguished  by  the  zeal  with  which 
they  advocated  the  abolition  of  all  restrictions  on  the  freedom  of  industry, 
whether  in  the  form  of  protective  tarifb,  monopolies,  or  limitation  of  the 
number  of  apprentices.  It  may  be  here  remarked,  that  the  science  has 
received  the  name  of  Political  Economy,  because  many  of  its  earliest 
students  desired  rather  to  teach  governments  what  they  ought  to  do,  and 
r^arded  their  inquiries  into  the  nature  of  wealth  as  a  means  to  this  end. 
The  science  of  wealth  was  definitely  founded  in  1776,  when  the  Scotch 
philosopher,  Adam  Smith,  published  his  '^Inquiry  into  the  Nature  and 
Causes  of  the  Wealth  of  Nations,"  a  book  which  Buckle  went  so  &r  as 
to  pronounce  the  greatest  work  ever  written.  Much,  as  has  been  seen, 
had  been  already  done  to  explain  the  phenomena  of  wealth,  but  Adam 
Smith  raised  the  study  to  the  rank  of  a  science ;  that  is,  he  selected 
what  was  good  from  the  works  of  previous  writers,  and  arranged  it  in 
such  a  manner  as  to  show  that  all  followed  logically  from  a  few  simple 
principles,  and  he  did  this  with  the  object  of  discovering  the  laws  which 
govern  human  conduct,  not  of  prescribing  rules  for  govenmients  to  act 
upon.  He,  indeed,  pointed  out  in  a  most  forcible  manner  the  injury 
which  was  done  by  the  foolish  meddling  of  governments  in  the  affairs  of 
their  subjects,  and  he  enumerated  the  advantages  and  disadvantages  of 
different  modes  of  raising  a  revenue.  But  he  introduced  many  of  his 
arguments  on  these  subjects  for  the  sake  of  illustration  merely,  and  his 
object  was  truth,  and  not  efficient  administration.    His  work  has  been 
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quoted^  edited,  and  translated  nntil  there  is  Bcaroelj  an  educated  person 
who  has  not  some  acquaintance  with  at  least  its  general  nature.  This 
popularity  is  mainly  due  to  the  illustrations  with  which  the  work 
abounds,  and  which  are  of  the  most  varied  and  interesting  description, 
fhmished  either  by  the  author's  own  experience,  or  by  his  extensive 
course  of  reading.  The  explanation  which  he  gives  of  historical  facts, 
and  of  the  condition  of  his  own  and  other  countries,  would  be  sufficient 
in  themselves  to  make  the  work  valuable  ;  but  it  is  the  method  which 
secures  for  it  a  high  rank  as  a  scientific  treatise. 

He  took  a  few  principles  and  traced  out  their  consequences,  and  only 
introduced  fSstcts  in  order  to  make  his  argument  clearer,  so  that  it  remains 
unshaken,  whatever  mistakes  he  may  have  committed  in  collecting  his 
&cts,  or  whatever  alterations  may  have  taken  place  since  his  time.  He 
shrank  from  no  consequence  to  which  his  principles  led,  but  said  boldly 
whatever  he  believed  to  be  true,  no  matter  how  much  it  was  opposed  to 
the  political  institutions  of  his  time.  Very  many  changes  which  he 
recommended  have  now  been  adopted,  but  many  are  still  waiting  io  be 
made,  and  his  arguments  still  remain  unanswered  and  unanswerable. 

Adam  Smith  showed,  in  opposition  to  the  economists,  that  manuftc- 
turing  as  well  as  agricultural  labour  is  productive  of  wealth,  which,  like 
them,  he  declared  to  consist  of  usefdl  commodities  produced  by  labour, 
and  not  simply  of  money.  He  gave  the  cotip  da  grace  to  the  mercantile 
system,  which  has  not  since  his  time  been  openly  maintained  by  any 
economist,  although  the  belief  that  wealth  is  identical  with  money  still 
lingers  among  commercial  men  who  have  not  found  time  for  theoretical 
studies.  Smith  himself  could  not  avoid  some  errors  which  are  directly 
traceable  to  the  old  belief,  and  later  economist,  even  down  to  the 
present  time,  have  sometimes  been  unable  to  distinguish  clearly  between 
money  and  wealth ;  and  to  do  so  on  all  occasions  requires  the  most 
constant  vigilance  on  the  part  of  the  student.  It  having  been  settled 
what  wealth  was,  the  next  subject  for  inquiry  was  the  nature  and  cause 
of  value.  Smith  pointed  out  the  difference  between  "  value  in  use '' 
and  "  value  in  exchange."  The  former  expresses  the  utility  of  an  article 
which  satisfies  any  human  wants,  while  the  latter  expresses  the  esteem  in 
which  a  thing  is  held  whichis  capable  of  being  bought  or  sold.  When 
philosopherEi  wished  to  ascertain  the  cause  of  value,  it  naturally  occurred 
to  them  that  there  was  a  class  of  men  whose  business  consisted  in 
settling  and  in  foreseeing  changes  of  value,  and  that  this  class  were  most 
likely  to  be  provided  with  some  theory  to  account  for  the  fiicts  with 
whidi  they  were  so  familiar.  It  is  to  this,  the  commercial  dass,  that 
Adam  Smith  owed  the  theory  that  value  is  regulated  by  supply  and 
demand.    It  is  to  them  that  we  owe  the  theories  that  wealth  is  money. 
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that  the  use  of  commeioe  is  to  provide  a  market  for  exports,  that  cheap 
labour  is  necessary  for  the  production  of  wealth,  and  many  others  which, 
though  useM  in  their  time,  are  vitiated  by  the  narrow  views  which 
traders  take  of  their  own  interest,  and  have  done  much  to  give  to 
Political  Economy  somewhat  of  the  air  of  a  system  drawn  up  in  the 
interests  of  one  dass.  When  a  tradesman  says,  for  instance,  that  the 
value  of  flour  is  determined  by  supply  and  demand,  he  simply  generalises 
the  sellers  in  the  word  supply,  and  the  buyers  in  the  word  demand,  and 
means  that  flour  exchanges  for  gold  at  such  a  rate  as  the  bakers  and 
millers  can  agree  upon.  This  is,  in  substance,  the  explanation  of  value 
which  Turgot  gave  in  his  essay  on  the  production  and  distribution  of 
wealth,  published  a  few  years  before  "  The  Wealth  of  Nations." 

Smith  pointed  out  that  commodities  have  a  natural  value  which 
depends  on  their  cost  of  production,  and  towards  which  their  market 
value  is  always  approximating. 

In  a  simple  state  of  society,  he  thought  the  natural  value  would 
depend  solely  on  the  amount  of  labour  required  to  produce  the  article. 
Where  all  labourers  work  on  their  own  account,  a  coat  which  has 
required  the  labour  of  two  days  to  produce  will  exchange  for  two  knives, 
each  of  which  is  produced  in  one  day.  But  in  a  more  advanced  society 
he  considered  that  the  value  of  an  article  must  be  sufficient  to  reimburse 
the  rent  of  the  landlord,  the  profit  of  the  capitalist,  and  the  wages  of 
the  labourers  who  produced  it,  because  if  the  producers  do  not,  in  the 
long  run,  get  this  amount,  they  will  cease  to  produce.  Such  was  his 
explanation  of  natural  value ;  but  he  also  endeavoured  to '  explain 
market  value,  which  is  not  always  sufficient  to  compensate  the  cost  of 
production,  and  sometimes  greatly  exceeds  it.  To  explain  it  he  had 
recourse  to  the  theory  of  demand  and  supply;  but  he  found  that  these 
terms  were  not  sufficiently  precise.  Demand  could  not  be  simple  desire, 
for  the  desire  of  a  beggar  to  possess  a  diamond  had  no  effect  on  its 
price;  and  he,  therefore,  substituted  '' effectual  demand,"  signifying 
desire  backed  by  ability  to  purchase,  and  said  that  the  market  value  of 
an  article  settled  at  such  a  point  that  the  effectual  demand  was  just 
equal  to  the  whole  supply  actually  brought  to  market. 

In  the  same  way  he  showed  that  there  was  a  minimum  rate  below 
which  wages  could  not  M ;  that,  namely,  which  was  necessary  to  enable 
the  labourers  to  provide  themselves  and  their  families  with  the  neces- 
saries of  Ufe,  or  with  what  they  consider  such.  The  actual  rate  of 
wages  was,  he  thought,  determined  by  two  factors,  the  demand  in  the 
shape  of  the  capital  in  the  possession  of  the  employers,  and  the  supply 
in  Uie  shape  of  the  number  of  labourers.  If  the  demand  for  labour — 
that  is,  the  capital  out  of  which  the  labourers  are  paid  were  increased 
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— die  sapply,  that  is^  population^  would  be  increased  also,  becanae  the 
labotirers  would  be  better  off  and  better  able  to  bring  np  their  fiEumlies. 

Thifi  last  Boggestion  received  confirmation  in  1798  by  the  publication 
of  Malthus'  essay  on  population,  an  able  work,  which  was  afterwards 
much  enlarged  and  improved,  and  which  clearly  demonstrated  that  in 
aU  countries  the  fertility  of  the  human  race  would  produce  a  much 
more  rapid  multiplication,  if  it  were  not  for  the  difficulty  of  obtaining 
food  and  other  necessaries. 

The  French  economist,  J.  B.  Say,  published  in  1804  a  treatise  on 
Political  Economy,  in  which  he  arranged,  in  a  much  more  convenient 
form,  the  substance  of  the  "Wealth of  Nations,"  but  added  very  little  to 
it.  The  first  editiqn  was  soon  exhausted,  but  Napoleon  prohibited  the 
publication  of  a  second,  which  did  not  make  its  appearance  till  1814, 
since  which  time  several  have  appeared,  and  it  has  always  enjoyed  a 
high  reputation,  especially  in  France. 

The  greatest  work  ever  contributed  to  the  science  was  Bicardo's 
"  Principles  of  Political  Economy  and  Taxation,"  which  was  published 
in  1817.  Two  works  can  hardly  differ  more  from  each  other  than  that  of 
Bicardo  from  that  of  Smith.  While  the  latter  never  lays  down 
a  principle  without  adducing  a  fact  in  accordance  with  it,  the  former 
lays  down  abstract  principles  generally  without  any  illustrations,  and 
never  with  any  which  are  more  than  imaginary.  By  proceeding  on  this 
plan  Bicardo  was  able  to  grasp  principles,  the  operation  of  which  is  very 
much  obscured  in  actual  practice,  for  by  never  appealing  to  facts,  he 
avoided  encountering  any  which  conflicted  with  his  views,  and  saved 
himself  from  being  bewildered  by  their  complexity.  But  his  method 
has  this  disadvantage,  that  a  mistake  committed  at  the  beginning  is  not 
detected  at  the  end  ;  but  he  enunciated  the  theory  with  the  same  confid- 
ence as  a  school-boy  shows  up  his  sum  in  which  he  has  made  a  mistake  of 
one  figure  at  the  beginning.  Thus  he  has  been  ridiculed  for  saying  that 
the  interests  of  landlords  were  opposed  to  agricultural  improvements.  So 
preposterous  a  conclusion  would  have  induced  an  ordinary  man  to  doubt 
the  soundness  of  the  reasoning  which  led  to  it,  but  it  foUowed  from  his 
premises,  and  he  put  it  forward  without  hesitation.  His  principal 
contribution  to  the  science  was  an  extension  of  Smith's  theory  of  natural 
value.  Smith,  as  has  been  already  mentioned,  showed  that,  in  a  single 
state  of  society  the  exchange  value  of  commodities  was  in  proportion  to 
the  labour  necessary  to  produce  them. 

Bicardo  showed  that  this  was  the  case  in  all  states  of  society,  but  that 
we  must  reckon  the  labour  which  is  indirectly  as  well  as  that  directly 
applied.  The  value  of  cloth  in  proportion  to  com  depends  on  the  labour 
employed  in  growing  the  cotton,  and  in  making  the  machines,  as  well  as 
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that  actually  employed  in  the  doth  fiictory.  He  admitted  that  the 
relative  yalne  of  two  things^  which  had  required  equal  quantities  of  labour 
to  produce,  was  affected  by  the  l(mger  or  shorter  time  during  which  the 
capitalist  had  to  wait  for  his  recompense,  but  he  denied  that  rent  had 
any  effect  upon  value. 

He  showed  that  many  artides,  and  in  particular  com,  were  produced 
in  different  places  with  different  quantities  of  labour ;  but  that  their  value 
depended  on  the  labour  employed  in  the  least  favourable  drcumstanoes, 
in  which  the  demand  for  the  commodity  made  it  necessary  to  eicpend  it, 
and  that  rent  was  the  surplus  obtained  by  those  who  worked  in  better 
oircumstances.  Thus  rent  was  explained,  and  instead  of  showing,  as 
Quesney  had  thought,  that  agricultore  was  the  only  productive  industry, 
it  simply  showed  that  agriculture  was  less  productive  in  some  places  than 
in  others.  This  theory  of  natural  value  is  now  recognised  as  one  of  the 
fundamental  prindples  of  the  science,  and  those  who  refuse  to  adopt  it 
are  shut  out  from  the  comprehension  of  the  more  involved  Economic 
problems. 

fiicardo  added  nothing  to  Smith's  theories  of  market  value  and  wages. 
He  gave  the  name  of  natural  rate  of  wages  to  that  which  gave  the 
labourers  that  amount  of  comfort  which  they  considered  necessary,  and 
without  which  they  would  refuse  to  propagate  their  race. 

The  defect  of  his  method  appeared  when  he  endeavoured  to  explain 
actual  fiicts.  His  first  work,  **  The  high  price  of  bullion,  a  proof  of  the 
depredation  of  bank  notes,"  was  published  in  1810,  in  order  to  explain 
the  difference  between  the  value  of  notes  and  gold,  which  was  then 
attaracting  public  attention.  He  had  decided,  on  theoretic  grounds,  that 
the  value  of  money  varied  inversely  as  its  quantity,  and  from  this  it 
followed,  that  if  a  Government  were  to  force  into  circulation  a  number 
of  notes  not  convertible  into  coin,  the  value  of  money  would  be  lowered 
and  gold  would  be  exported.  It  followed  also  that,  if  when  all  the  coin 
had  been  exported,  the  Government  maintained  in  circulation  a  greater 
nominal  amount  of  notes  than  there  had  formerly  been  of  coin,  the  price 
of  bullion  measured  in  notes  would  rise.  He  found  that  the  notes  of 
the  Bank  of  England  were  not  then  convertible  into  coin  at  the  pleasure 
of  the  holder,  that  gold  had  been  exported,  and  that  it  bore  a  premium, 
and  he  concluded  that  the  first  of  these  facts  was  the  cause  of  the  other 
two.  It  was  in  vain  that  he  was  told  that  gold  was  firequently  exported 
on  the  occasion  of  a  bad  harvest,  without  having  Men  in  value.  It 
was  not  induded  in  his  theory,  and  he  denied  its  possibility.  It  was  in 
vain  that  he  was  told  that  the  Bank  had  not  issued  more  notes  than 
were  required  by  the  trade  of  the  country.  He  saw  that  they  were  not 
on  a  par  with  gold,  and  dedded  that  their  excessive  issue  must  be  the 

c 
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oanse,  Very  different  was  the  spirit  in  which  his  friend  Tooke  entered 
on  the  investigation  of  the  sabject.  A  patient  examination  of  the  Bank 
returns  convinced  him  that  there  was  no  connection  between  the 
number  of  notes  in  circolation  and  the  price  of  bullion,  or  of  other 
commodities. 

His  experience  convinced  him  that  gold  was  frequently  exported  to 
pay  for  an  unusually  large  importation  of  com,  without  suffering  any 
fall  in  value,  and  he  refused  to  shut  his  eyes  to  these  facts.  He  lacked 
the  power  of  generalising,  by  which  Bicardo  was  so  eminently  distin- 
guished, and  consequently  the  earlier  volumes  of  his  '^ History  of  Prices" 
are  simply  a  record  of  facts,  which  he  is  unable  to  explain ;  and  it  was 
not  till  he  published  his  fourth  volume,  many  years  after  he  had  taken 
up  the  subject,  that  he  was  able  to  show  the  essential  difference  betwe^i 
inconvertible  notes  issued  by  Government,  and  those  issued  by  a  bank, 
consisting  in  the  £^t  that  a  Government  can  issue  as  many  as  it  chooses, 
while  a  bank  can  only  issue  as  many  as  its  depositors  require.  On  this 
account  bank  notes  can  never  faU  in  value  to  any  great  extent,  unless 
peculiar  circumstances  of  commerce  require  a  very  large  export  of  gold, 
and  in  this  case  it  is  gold  which  has  altered  in  value. 

Of  all  treatises  on  the  science,  the  late  Mr.  Mill's  ''Principles  of 
Political  Economy  **  is  probably  that  which  is  best  known  to  the  reader. 
His  arrangement,  which  is  based  on  that  of  Say,  is  extremely  con- 
venient ;  and  the  interesting  discussions  of  political  and  social  questions, 
with  which  the  work  abounds,  have  secured  for  it  a  great  and  lasting 
popularity  among  It  much  larger  class  of  readers  than  could  be  interested 
in  merely  scientific  expositions.  He  has  acted  towards  Bicardo  some- 
what the  same  part  Play&ir  acted  towards  Hutton :  he  has  been  his 
interpreter  to  the  public  He  has  taken  Bicardo's  abstract  principles, 
and  found  fiM)ts  to  illustrate  them,  so  that  even  where  he  has  not  proved 
Bicardo  to  be  in  the  right,  he  has  enabled  us  to  see  what  he  meant,  and 
how  the  error  may  be  detected.  Mill  objects  to  Adam  Smith's  theory 
of  supply  and  demand,  that  there  can  be  no  equality  or  any  relation 
between  things  so  different  in  kind  as  a  desire  and  a  quantity  of  goods. 
He  therefore  defines  demand  as  the  quantity  of  goods  desired  by 
persons  able  to  purchase  them ;  and  says,  that  the  market  value,  or  price 
of  an  article,  is  such  that  the  quantity  which  men  are  willing  to  pur-« 
chase  at  that  price  is  just  equal  to  the  quantity  which  is  offered  for  sale 
at  that  price.  In  like  manner,  he  says  that  wages  do  not  depend  upon 
the  proportion  between  the  whole  number  of  labourers  and  the  capital 
of  the  country,  but  between  their  number  and  that  portion  of  capital 
which  is  devoted  to  the  payment  of  wages,  called,  for  shortness,  the 
wages  fund.    During  the  last  twenty  years  there  has  been  much  con- 
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troYersy  respeoting  the  ability  of  trades  nnionfi  to  raise  the  rate  of 
wages.  Those  who  haye  denied  their  power  to  do  so,  have  appealed  to 
Political  Economy  in  general,  and  the  theory  of  the  wages  fond,  in 
particolar,  in  support  of  their  yiews.  Wages,  they  say,  can  only  rise  if 
tiie  ftmd  be  increased,  and  as  a  trades  union  produces  nothing,  it  cannot 
increase  the  fond,  nor  the  rate  of  wages. .  Those  who  contend  that 
trades'  unions  can  raise  wages,  adduce  numerous  instances  in  which  they 
hare  actually  risen  after  a  strike,  and  say  that  fiM^ts  prove  them  to  be 
rights  whatever  theories  the  closet-student  may  choose  to  adopt. 

Thus  there  have  been  occasional  mutterings  against  the  wages  fond 
theory;  but  they  did  not  take  a  definite  shape  until  Mr.  Francis  D.  Longe 
published,  in  1866,  his  "Eefatation  of  the  Wage  Fund  Theory,"  in 
which  he  showed  that  the  theory,  when  closely  examined,  amounted 
either  to  a  truism  or  to  a  fiJsehood.  It  either  meant  that  the  average 
rate  of  wages  was  the  total  amount  paid,  divided  by  the  number  of 
persons  who  received  them,  which  is  a  truism,  or  it  meant  that  the 
average  rate  was  the  total  amount  divided  by  the  number  of  persons 
who  ofGsred  themselves  for  hire,  which  is  a  fidsehood.*  A  second  edition 
of  the  pamphlet  appeared  in  1869,  but  it  never  attracted  much  attention ; 
and  the  credit  of  overthrowing  the  theory  has  been  engrossed  by 
Hr.  W.  T;  Thornton,  who,  as  so  frequently  happens  in  the  progress  of 
science,  made  the  same  discovery  independently  and  simultaneously, 
having  first  propounded  it  in  the  '' Fortnightly  Seview"  in  1866,  and 
subsequently  embodied  it  in  his  work  on  labour  in  1869.  His  work  was 
better  fitted  to  attract  attention  by  the  more  interesting  nature  of  its 
subject,  which  is  an  account  of  the  various  means  which  had  been 
adopted  for  raising  the  condition  of  the  working  classes ;  but  it  is  also 
superior  to  Mr.  Longe's  pamphlet,  from  a  scientific  point  of  view,  for  it 
attacks  the  whole  theory  of  supply  and  demand,  which  Mr.  Longe 
accepts.  Mr.  Thornton,  being  unable  to  reconcile  the  theory  of  the 
wages  frmd  with  the  fact  that  wages  had  often  been  raised  after  an  actual 
or  threatened  strike,  set  himself  seriously  to  work  to  examine  the  whole 
theory  of  supply  and  demand,  and  the  result  of  his  inquiry  is,  that  he  has 
proved  the  theory  to  be  utterly  unsound.  He  has  shown  that  &r  from 
agreeing  with  the  theory,  the  actual  £acts  of  trade  are  wholly  at  variance 
with  it,  and  it  scarcely  ever  happens  that  an  article  is  sold  at  a  price 
which  equalises  the  demand  and  supply  in  the  sense  which  Mill  has 
given  to  those  terms.  His  work  has  been  the  subject  of  much  criticism, 
and  he  has  availed  himself  of  the  circumstance  to  rested  his  argument 
in  a  second  edition,  in  such  a  form  as  to  defend  it  against  all  objections. 

«  Pages  19--24. 
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He  has  now  fidrly  clenched  it,  by  showing  that  every  tradesman  fixes  a 
price  at  which  he  will  sell  either  a  single  article  or  the  whole  of  his  stock, 
but  that  the  qnantity  demanded  is  only  in  very  exceptional  cases  eqnal 
to  the  qnantity  offered  for  sale.  In  the  same  way,  there  are  always  many 
men  who  are  willing  to  work  at  the  rate  of  wages  which  others  are 
receiving,  but  the  rate  is  not  lowered  to  the  sum  which  would  enable 
them  all  to  receive  a  share  of  the  fond.  In  its  rise,  progress  and  decline, 
the  theory  of  supply  and  demand,  has  exhibited  the  same  phases  as  a 
theological  doctrine.  Papal  in&Uibility  was  accepted  by  Catholics,  who 
never  thought  about  its  meaning;  but  as  soon  as  it  was  strictly  defined 
and  formally  enunciated,  it  encountered  vigorous  opposition.  Supply 
and  demand,  in  the  mouths  of  conmiercial  men,  is  a  mere  phrase  which 
saves  them  the  trouble  of  thinking,  and  as  it  conveys  no  idea,  it 
encounters  no  resistance.  Mill  has  done  the  work  of  the  ecumenical 
council,  and  Mr.  Thornton  that  of  Dr.  Dollinger.  Thus  we  arrive  at 
a  negative  conclusion,  for  Mr.  Thornton  has  not  offered  any  explanation 
either  of  market  value  or  of  wages.  I  shaU  endeavour,  in  the  following 
work  to  contribute  something  to  a  more  correct  explanation  of  the  sub- 
ject of  value,  and  more  particularly  of  wages ;  but  it  will  first  be  necessary 
to  devote  a  few  chapters  to  the  subject  of  production.  Of  course  I  have 
been  unable  in  this  sketch  to  detail  all  the  contributions  which  different 
writers  have  made  to  different  branches  of  the  science,  many  of  which 
I  shall  acknowledge  in  their  proper  places,  but  the  subject  of  value 
forms  such  a  fdndtunental  part  of  the  science,  that  no  great  step  can  be 
made  in  advance  without  some  improvement  in  this  department,  and  the 
object  of  the  foregoing  narrative  is  to  enable  the  reader  to  comprehend 
the  position  at  which  it  has  now  arrived. 
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BOOK  I.— PRODUCTION. 

CHAPTER  L— WEALTH. 

HATURB  OF  WEALTH— DBSIEB  FOB  WEALTH— AVBBSION  TO  LABOXm— 

FALLACY  OF  OVER  PRODUCTION— MEANS  OF  ESTDIATINO 

WEALTH— ELEMENTS  OF  PRODUCTION, 

Before  explaining  the  laws  which  govern  the  production  of  wealth,  it 
is  necessary  to  explain  what  wealth  is.  The  sabject  is  so  familiar  that 
an  explanation  is  hardly  needed;  but  it  is  necessary  to  caution  the  reader 
against  some  mistakes  which  are  liable  to  occur  when  the  term  is  used 
without  much  thought  being  bestowed  on  its  meaning. 

Wealth  consists  of  all  articles,  the  possession  of  which  affords  pleasure 
to  anybody.  It  is  sufficient  to  enumerate  food,  clothing,  houses, 
carriages,  books  and  pictures,  to  show  what  is  meant,  but  a  complete 
catalogue  would  be  almost  infinite.  Some  writers  are  of  opinion  that 
the  air  we  breathe  ought  not  to  be  considered  wealth,  and  some  think 
that  the  skill  of  artificers  ought  to  be  considered  such,  but  there  is  in 
reality  no  difference  of  opinion  between  those  who  take  opposite  sides  in 
this  controversy,  and  it  is  not  worth  while  to  discuss  it  here,  for  a  strict 
definition  of  a  term  in  popular  use  seldom  conduces  to  clearness  of 
exposition.  Mr.  Buskin,  indeed,  contends  that  a  strict  definition  of 
wealth  is  necessary  to  a  proper  comprehension  of  the  science,  and  says 
that  to  omit  it,  is  as  fatal  a  mistake  as  it  would  be  in  astronomy  to  omit 
to  define  the  difference  between  fixed  and  wandering  stars.  But  even 
his  own  illustration  fails  him,  for  no  line  can  be  drawn  between  these 
two  kinds  of  stars.  Many  of  those  which  are  called  fixed  are  known  to 
move,  many  others  are  supposed  to,  and,  as  some  astronomers  think  that 
the  whole  stellar  system  revolves  round  a  centre,  it  may  hereafter  be 
decided  that  no  stai%  are  really  fixed,  without  in  the  slightest  degree 
diminishing  either  the  truth  or  the  importance  of  astronomy.  I  shall 
never^,  when  I  can  help  it,  give  to  a  word  a  different  meaning  than  that 
which  it  usually  bears^  because  it  is  sure  to  create  confusion  in  the 
reader's  mind,  and  the  definition  of  wealth  given  above  will  be  sufficient 
for  my  purpose.  But  there  is  so  much'  conftision  in  regard  to  the 
question  whether  money  is  wealth,  that  a  few  remarks  on  the  subject  may 
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not  be  deemed  ont  of  place.  In  the  first  place,  it  is  necessary  to  say 
that  money  alone  does  not  constitute  wealth.  I  have  described  in  the 
last  chapter  how  the  contrary  belief  was  once  nniversal,  and  how  it  has 
gradoally  lost  ground.  The  rulers  of  England,  who  prohibited  their 
subjects  from  exporting  gold  or  silver,  committed  the  mistake  of  suppos- 
ing that  men  only  produce  food  and  clothing  in  order  to  obtain  money, 
but  in  reality  men  only  desire  money  in  order  to  exchange  it  for  food, 
or  clothing,  or  some  other  article.  They  desire  food  in  order  to  satisfy 
hunger,  clothing  to  keep  them  warm,  and  other  things  for  various 
purposes.  So  &r  as  gold  and  silver  are  of  use  in  making  watches,  spoons, 
or  other  useful  articles,  they  are  desired,  for  their  own  sakes;  but  when 
made  into  coin  they  are  only  wanted  in  order  to  be  exchanged  for  other 
things.  Hence  arises  the  important  distinction  between  money  and 
other  kinds  of  property  ;  but  while  an  increase  of  the  quantity  of  any 
other  thing  is  iJways  a  benefit  to  the  world,  an  increase  of  the  quantity 
of  money  is  no  benefit  at  alL  I  shall  endeavour  to  show  hereafter  that 
the  gold  discoveries  in  Australia  and  Califomia  have  reduced  the  value 
of  gold  in  England  by  about  one-third,  and  this  is  only  a  benefit  in  so 
far  as  it  enables  us  to  obtain  plate  and  watches,  etc.,  by  a  smaller 
expenditure  of  labour.  In  so  £ar  as  it  obliges  us  to  use  a  greater 
number  of  coins  in  paying  labourers  or  tradesmen,  it  obliges  us  to  carry 
greater  weights,  and  is  a  disadvantage.  Mr.  Seyd,  in  a  work*  to  whidi 
I  shall  often  have  occasion  to  refer,  speaks  as  if  the  wealth  of  France 
had  been  increased  by  the  substitution  of  gold  for  silver  in  her  coinage, 
which  was  the  consequence  of  the  gold  discoveries  in  Califomia  and 
Australia.  But  though  gold  is  more  precious  than  silver,  it  by  no 
means  follows  that  the  total  value  of  the  currency  was  increased  by  the 
change,  the  simple  effect  of  which  was  that  the  French  used  a  small 
quantity  of  gold  to  do  the  work  which  had  been  done  by  fifteen  times 
the  weight  of  silver.  It  was  more  convenient  for  the  French  to  have 
their  coin  in  a  less  bulky  form,  but  their  coinage  was  estimated  at  about 
2^  milliards  before  the  change,  and  was  probably  about  the  same  after- 
wards ;  and,  even  if  it  was  greater  in  amount,  the  increase  was  in  no 
way  an  increase  of  wealth.  Mr.  Seyd  also  supposes  that  the  wealth  of 
England  would  be  increased  by  the  adoption  of  a  double  standard,  that 
is,  by  making  silver  coin  as  well  as  gold  legal  tender  to  any  amount, 
whidi  would,  he  thinks,  increase  the  quantity  of  coin  in  circulation. 
This  is  open  to  the  same  objections ;  first,  the  total  value  of  the  coin 
would  not  be  increased,  for  no  more  could  be  struck  than  were  required, 
by  the  extent  of  our  trade,  and,  secondly,  if  it  were  increased,  our 

*  **  Bullion  and  Foreign  Exchanges."    Effingham  Wilson.    1B68, 
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comfort  wonid  be  in  no  way  inoreaBecL  Homboldt  has  fallen  into  the 
opposite  error  of  supposing  that  the  precionis  metals  are  not  wealth  at 
aU,  and  writes  as  if  it  was  a  delusion  on  the  part  of  the  people  of 
Mexioo,  to  belieTe  that  they  oonld  obtain  wealth  by  working  their  silver 
mines,  instead  of  developii^  agrieultore  and  manu&ctnres.  The  mistake 
lay  in  overlooking  the  &ct  that  Mexico  exported  silver,  and  obtained  in 
exchange  mann£EM)tared  artides,  which  increased  its  wealth.  It  would 
not  have  done  so  unless  it  had  found  it  more  profitable  than  manu&ctur* 
ing  at  home. 

The  fundamental  proposition  on  which  I  shall  base  most  of  my 
arguments,  is  that  every  one  desires  to  obtain  wealth  by  the  least 
possible  amount  of  kbour.  This  is  an  induction  from  experience^ 
which  testifies  so  strongly  and  so  firequently  to  its  truth  that  it  can 
hardly  be  disputed.  Food  is  one  of  the  elements  of  wealth ;  and  all 
persons  desire  food  except  those  who  are  about  to  commit  suicide,  who 
luay  be  safely  left  out  of  account.  Nor  is  food  the  only  thing  which  is 
an  object  of  universal  desire.  Although  clothing  is  dispensed  with  in 
some  parts  of  the  world,  shelter  is  always  required,  and  houses  of  some 
sort  are  constructed,  unless  there  are  natural  caves  which  can  fulfil  the 
Bame  purpose.  If  we  reflect  at  all  on  the  conduct  of  the  men  and 
women  whom  we  see  around  us,  we  see  that  the  greater  number  of  them 
are  engaged  in  some  trade  or  profession  which  they  have  adopted  in 
order,  to  obtain  a  living.  If  we  look  at  the  much  smaller  number  who 
are  entirely  supported  by  the  labour  of  others,  without  performing  any 
themselves,  we  see  that  they  too  desire  many  comforts  and  luxuries, 
which  they  think  themselves  fortunate  in  being  able  to  procure  in 
exchange  for  their  money,  as  well  as  some  others  which  they  regret  they 
are  not  able  to  purchase.  There  are,  indeed,  a  few  who  do  not  desire 
an  increase  of  their  fortune,  and  who  give  away  the  larger  portion  of 
what  they  possess ;  but  even  they  like  to  enjoy  some  moderate  amount 
of  comfort,  and  their  wealth  affords  them  the  pleasure  of  being  able  to 
benefit  others.  There  are  some  who  regard  it  as  a  duty  to  forego  the 
enjoyment  of  wealth,  but  even  they  desire  so  much  of  it  as  is  necessary 
to  satisfy  the  simplest  wants  of  nature.  The  fact  that  numerous  monas- 
teries exist,  and  have  existed,  in  no  way  militates  agamst  the  truth  of 
the  proposition. 

In  the  first  place,  the  monks  are  careful  to  provide  themselves  with 
food,  clothing,  and  shelter,  and  with  such  articles  as  they  require  for 
the  performance  of  religious  ceremonies. 

In  the  second  place,  history  furnishes  innumerable  instances  in  which 
they  have  indulged  their  desires  for  comforts  and  luxuries  which  were 
forbidden  by  their  vows.    In  the  third  place,  where  their  vows  have  been 

Digitized  by  VjOOQIC 


24  AVERSION  TO  LABOUE. 

kept;  the  fact  has  always  been  regarded  as  a  proof  of  the  enormous  power 
of  religion,  thus  showing  that  men  always  believe  the  desire  of  wealth  to 
be  active  and  powerful,  although  it  may  be  overcome  by  other  motives. 
Those  who  profess  to  despise  wealth  use  the  term  in  contradistinction 
to  poverty,  and  do  not  mean  they  do  not  desu^e  any  of  those  things  that 
satisfiy  the  primary  wants  of  nature.  There  is  scarcely  an  individual  in 
the  world  who  does  not  form  some  wish  which  he  is  unable  to  gratify, 
on  account  of  his  being  unable  to  afford  the  expense,  or  because  the 
means  of  satisfying  it  have  not  yet  been  discovered. 

When  we  say  that  individuals  or  races  have  no  desire  to  obtain  wealth, 
all  that  we  mean  is  that  they  do  not  care  to  labour  for  it,  but  every  one 
likes  to  enjoy  the  fruits  of  the  labour  of  others.    The  pain  of  hunger  and 
thirst  is  so  intolerable  as  to  overcome  the  unwillingness  to  labour  in  all 
who  are  unable  to  obtain  food  and  drink  without  working  for  them,  but 
no  one  will  labour  even  to  procure  these  if  he  can  persuade  or  compel 
others  to  do  it  for  him.    With  regard  to  other  objects,  which  it  is  less 
painful  to  be  deprived  of,  we  are  always  obliged  to  balance  the  pleasure 
anticipated  from  their  possession  against  the  inconvenience  of  working 
to  obtain  them,  and  to  decide  whether  they  are,  as  we  say,  worth  the 
trouble.    In  civilised  countries  men  commonly  work  for  a  longer  time 
and  more  constantly  than  is  usual  among  uncivilised  races,  but  this  is 
not  because  the  latter  do  not  desire  wealth,  but  because  they  object  to 
labour.    The  Dyaks  of  Borneo  can  hardly  be  induced  to  labour  for  many 
hours  together,  but  they  have  no  objection  to  making  their  women 
labour  all  day  at  the  most  fatiguing  operations,  such  as  grinding  com, 
and  carrying  heavy  weights  for  their  husbands  and  brothers.  Uncivilised 
races  in  general  show  an  incurable  fondness  for  pilfering  anything  that 
comes  in  their  way,  and  this  trait  forms  the  common  subject  of  complaiiit 
with  civilised  travellers  in  all  parts  of  the  world,  and  sho^vs  that  it  is  not 
because  they  object  to  wealth,  but  because  they  object  to  labour,  that 
they  do  not  produce  these  comforts  and  luxuries  for  themselves.    This 
aversion  to  labour,  which  is  common  to  all  mankind,  produces  good  and 
evil  effects  according  to  the  variations  of  personal  character.     On  the 
one  hand,  it  is  constantly  urging  men  to  discover  new  methods  of  abridg- 
ing labour,  and  thus  greatly  increasing  the  stock  of  human  enjoyment ; 
but,  on  the  other  hand,  it  is  always  urging  men  to  appropriate  the 
products  of  the  labour  of  others,  either  by  making  them  slaves,  or  robbing, 
or  even  murdering  them. 

But  whether  for  good  or  for  evil,  the  feeling  undoubtedly  exists ;  and 
as  the  desu'e  of  wealth  is  also  universal,  it  follows  that  all  men  desirato 
obtain  wealth  by  the  least  labour  possible,  and  this  proposition  may  be 
safely  taken  as  a  basis  for  the  science  of  Political  Economy. 
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From  the  feuot  thafc  thifl  aversion  to  labour  is  nniyersa!,  it  follows  that 
there  can  be  no  such  thing  as  permanent  over-production.  If  we  look 
at  a  single  trade,  we  find  that  those  who  are  engaged  in  it  frequently 
produce  more  than  they  can  sell  at  remunerative  prices,  and  that  the 
market  is  consequently  "  glutted/'  and  many  traders  ruined.  This  has 
frequently  happened  in  England  when  the  harvest  has  been  unusually 
abundant ;  the  farmers  have  found  themselves  unable  to  dispose  of  their 
com  at  such  prices  as  will  allow  them  to  pay  their  rents,  and  have  been 
obliged  to  use  wheat  for  feeding  cattle.  The  cotton  manufiGM)ture8  of  the 
North  of  England  frequently  exhibit  similar  phenomena,  as  do  also  the 
shipbuQding  and  other  trades. 

The  most  celebrated  instances  have  been  those  which  have  followed 
on  the  opening  of  a  new  trade  between  two  distant  countries.  When,  in 
1806,  the  English  were  for  the  first  time  able  to  trade  direct  with 
Buenos  Ayres,  they  formed  the  most  extravagant  expectations  of  its 
capacity  for  purchasing  their  goods.  Not  merely  did  they  send  skates, 
stoves,  and  warming-pans  to  a  country  where  they  were  never  required, 
but  they  sent  such  enormous  quantities  of  all  sorts  of  goods,  that  they 
were  unable  to  warehouse  them,  and  were  obliged  to  leave  them  on  the 
beach.  After  the  discovery  of  gold  in  Australia  in  1851,  the  high 
prices  which  prevailed  there  gave  rise  to  a  large  exportation  from 
Europe  of  all  sorts  of  goods,  which  continued  long  after  it  had  ceased 
to  be  profitable,  and  on  such  a  scale  that  large  quantities  of  brandy 
were  sold  in  Melbourne  for  one-tenth  of  the  price  which  they  had  cost 
in  London,  and  many  cargoes  were  unable  to  meet  with  any  warehouse 
accommodation,  and  were  spoilt  by  exposure  in  the  open  air.  By  such 
&ct8  as  these,  some  economists  have  been  led  to  suppose  that  there  is  a 
naturd  tendency  to  over-production  in  all  trades,  and  that  there  is  some 
danger  that  an  enterprising  people  will  produce  more  of  all  sorts  of 
goods  than  they  can  use ;  but  this  is  to  suppose  that  men  will  work, 
without  an  object,  while,  in  fiw)t,  they  only  produce  in  order  to  gratify 
their  wants,  and  will  soon  leave  off  producing  when  they  have  got  more 
than  enough.  Wheat  may  be  superabundant  for  a  single  year,  because 
&rmers  cannot  tell  beforehand  how  great  the  product  of  their  labour 
will  be ;  but  if  they  find  that  for  two  or  three  years  running  they 
produce  more  wheat  than  is  required,  they  sow  less  of  that  grain  and 
more  of  something  else.  The  case  of  Buenos  Ayres  has  been  cited  by 
M.  Louis  Blanc  as  proving  that  England  was  suffering  from  over- 
production, and  as  showing  the  shifts  to  which  we  were  obliged  to 
resort  in  order  to  find  a  market  for  our  surplus  produce.  But  we  did 
not  send  our  goods  to  Buenos  Ayres  because  we  did  not  know  how  else 
to  get  rid  of  them  i  we  produced  them  in  order  to  send  them  there, 
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beoauBe  we  thought  that  we  oould  obtam  in  exchange  the  yarions 
comfortB  for  oorselyes.  If  we  had  known  that  we  could  not  do  so,  we 
should  have  produced  at  home  the  things  which  we  wanted.  Since 
1806  our  wealth  has  increased  enormouslj,  and  we  are  still  as  far  as 
ever  from  being  able  to  produce  all  that  we  want.  M.  Louis  Blanc 
himself  draws  a  melancholy  picture  of  the  poverty  which  prevails  among 
the  lower  classes  in  France  and  England ;  and,  so  long  as  such  continues 
to  be  the  case,  it  is  idle  to  talk  of  our  having  produced  more  than  we 
want,  and  if  the  time  should  come  when  there  were  no  human  wants 
unsatisfied,  then  human  beings  would  cease  to  labour ;  and,  in  either 
case,  over-production  is  impossible.  Although  this  fallacy  has  been 
frequently  exposed,  it  is  perpetually  re-appearing  in  different  forms, 
among  which  may  be  here  specified  the  belief  that  our  colonies  are 
useful  because  they  provide  a  market  for  our  exports ;  as  if  we  had 
more  goods  on  hand  than  we  knew  how  to  dispose  of,  and  were  obliged 
to  beg  other  countries  to  take  them  off  our  hands. 

If  we  wish  to  know  which  is  the  richer  of  two  individuals  living  at  the 
same  time  and  place,  we  have  only  to  ascertain  the  quantity  of  money 
which  each  possesses  or  can  command.  If  we  find  that  one  has  twice 
as  much  money  as  the  other,  we  may  safely  infer  that  he  can  procure  as 
much  material  wealth  as  the  other,  and  an  equal  quantity  in  addition. 
But  when  two  persons  live  in  different  countries,  or  at  different  periods, 
it  is  not  BO  easy  to  make  a  comparison,  because  the  same  amount  of 
money  would  exchange  for  different  amounts  of  other  things  in  India 
and  England,  or  in  the  time  of  Henry  Till,  and  the  present  time.  We 
could  ascertain  their  relative  powers  of  obtaining  any  one  commodity; 
but  if  one  commodity  is  cheap  in  the  one  case  and  dear  in  the  other,  and 
if  the  case  is  reversed  in  regard  to  some  other  commodity,  we  have  no 
satisfactory  test  by  which  to  decide  between  them.  If  we  wish  to  know 
whether  a  man  who  has  4,000  francs  a  year  and  lives  in  London  is  richer 
than  one  who  has  3,000  francs  a  year  at  Newcastle,  we  have  to  take  into 
account  the  prices  of  numerous  articles  which  vary  in  opposite  directions. 
If  we  find  that  coals  are  cheaper  at  Newcastle,  but  that  London  is 
better  provided  with  shops  for  the  sale  of  silk  goods  and  of  jewellery, 
it  is  difficult  to  decide  between  their  relative  advances.  We  can 
see  that  if  the  Londoner  went  to  Newcastle,  and  took  his  money 
with  him,  he  would  be  richer  than  the  other,  but  not  which  is  the 
richer  in  the  case  supposed.  Still  more  difficult  is  it  to  say  which 
is  the  richer  of  two  countries  such  as  France  and  England.  We  know 
which  has  the  larger  population,  and  perhaps  this  is  the  best  test 
which  we  can  adopt ;  but  we  ought  to  know,  in  addition,  the  quan- 
tity of  wealth  possessed  by  each  individual     We  might  form  an 
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esfcamatie  of  the  money  inGome  of  all  the  inhabitants^  but  as  the  valne  of 
gold  IB  not  the  same  in  both  countries,  this  would  not  tell  us  the  amount 
of  their  wealth.  Tbe  agricultural  population  forms  in  France  a  much 
greater  proportion  of  the  whole  thui  it  does  in  England,  but  this  does 
not  proYe  that  France  has  a  smaller  surplus  to  dispose  of  after  supplying 
herself  with  the  necessaries  of  life.  Much  of  the  agricultural  industry 
of  France  has  for  its  object  the  production  of  wine  for  exportation,  while 
in  England  we  export  doth  and  other  manufiactures,  and  import  com 
sad  wine  and  other  things  which  France  produces  for  herseli^  while  she 
obtains  manu&ctured  articles  from  abroad.  Wealth  makes  more 
impression  on  the  eye  when  concentrated  in  large  towns,  but  there  may 
be  quite  as  much  dispersed  through  the  rural  districts  of  France  as  is 
collected  in  the  towns  of  Lancashire  and  Yorkshire.  Of  course,  a  greater 
density  of  population  is  attainable  in  a  manufiacturing  than  in  an 
agricultural  country;  but  in  comparing  two  countries  we  must  look  to 
the  actual  numbers  of  the  inhabitants,  and  not  to  the  proportion  which 
they  bear  to  their  extent.  The  amount  of  foreign  commerce  which 
a  country  possesses  is  but  an  imperfect  test  of  its  wealth.  The  commerce 
of  Bremen  is  made  to  appear  very  large,  because  Bremen  is  a  partially 
independent  state,  and  whateyer  it  buys  or  sells  in  the  adjoining  countiy 
is  reckoned  amongst  its  imports  and  exports,  while  no  statistics  record 
the  trade  between  Liverpool  and  the  rest  of  Lancashire.  When 
a  country  is  very  extensive,  and  contains,  like  the  United  States,  every 
variety  of  soil  and  climate,  it  may  supply  by  internal  trade  many  wants 
which  smaller  countries  can  only  do  by  foreign  commerce,  which  may 
explatu  why  the  protective  tariff  inflicts  so  little  injury  on  that  thriving 
countiy ;  for  it  in  no  way  restricts  the  freedom  of  intercourse  between 
the  different  states  of  the  Union.  As  the  commerce  of  America  is  made 
to  appear  smaller,  so  that  of  England  is  made  to  appear  larger  than  it  is, 
because  the  greater  fiicihties  for  warehousing  goods  which  are  afforded 
in  English  ports  induce  merchants  to  deposit  goods  in  our  warehouses 
which  are  not  intended  for  our  consumption,  but  are  merely  left  here 
until  a  favourable  opportunity  arrives  for  shipping  them  to  the 
Continent.  Thus  it  is  difficult  to  arrive  at  a  certain  conclusion;  but  for 
practical  purposes  our  best  course  is  to  obtain  a  comparison  between  the 
d^;rees  of  comfort  enjoyed  by  the  labouring  classes,  and  if  these  be 
equal  or  unknown,  to  assume  that  the  more  populous  countiy  is  the  more 
wealthy. 

In  order  to  produce  wealth  three  things  are  necessary.  There  must 
be  labourers  to  work,  food  to  maintain  them  while  working,  and 
materials  for  them  to  work  upon.  These  may  be  briefly  summarised  as 
labour,  capital,  and  land. 
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It  is  hardly  necessary  to  say  that  labour  is  necessary,  for,  with  the 
exception  of  air,  there  is  nothing  which  we  can  attain  without  effort. 
Continuous  exertion  is  required  in  order  to  collect  wild  fruits  in  sufficient 
abundance  to  support  life,  or  to  catch  fish  in  the  sea,  or  wild  animals  in 
the  forest.  This  exertion  will  only  be  made  in  the  hope  of  gaining  a 
reward,  and  if  the  person  who  makes  it  does  so  in  order  to  supply  food 
for  others,  they  must  offer  him  a  reward  for  his  labour ;  or,  in  other 
words,  must  pay  him  wages. 

If  labour  is  undergone  for  some  other  object  than  procuring  food,  or 
if,  though  that  be  the  object,  it  is  carried  on  for  many  days  before  any 
food  is  procured,  it  is  necessary  that  either  the  labourers  themselves,  or 
some  one  else,  should  save  up  a  stock  of  food  to  support  them  until  the 
work  is  completed.  This  stock  is  called  capital,  and  the  person  who 
saves  it  receives  a  reward,  which  is  called  profit.  Under  the  third  head, 
of  land,  are  included  all  materials  and  natural  forces  which  are  placed  at 
the  service  of  man,  without  having  been  produced  by  him.  The  earth 
provides  us  with  forests,  from  which  we  can  obtain  timber  without  more 
labour  than  that  of  felling  trees ;  with  wild  animals,  which  we  have  only 
to  catch;  and  with  soil,  which  will  multiply  six  or  twenty  fold  the  seed 
which  we  bury  in  it.  The  rivers  supply  us  with  motive-power,  which 
enables  us  to  work  our  mills  with  a  very  slight  expenditure  of  labour, 
and  they  greatly  facilitate  our  means  of  locomotion.  It  frequently 
happens  that  an  individual  has  appropriated  a  portion  of  the  earth, 
which  possesses  some  qualities  which  make  the  production  of  wealth 
more  easy  in  that  than  in  other  places.  When  this  is  the  case,  he 
receives  a  share  of  the  product,  which  is  called  rent. 

The  income  of  every  individual  is  either  rent,  wages,  or  profit,  unless 
it  be  derived  from  taxation ;  but  almost  all  taxes  are  derived  from  one 
or  other  of  these  sources.  The  laws  of  the  distribution  of  rent,  wages, 
and  profit  will  be  discussed  in  the  second  book,  while  the  present  will  be 
occupied  with  remarks  on  labour,  capital,  and  land,  which  are  the 
elements  of  production. 
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PBODUOnVB    AND    UNPEODUOTIVB    LABOUBr—OONSTAJSrCT— DIVISION   OF 

LABOUIb— UAOHINSBY — SOAUS  OF  PRODUCTION — ^FBOOBBSfl  OF 

IMPBOYEICSNT — ^FREEDOM  OF  LABOUB. 

Thebb  are  few  human  waats  which  can  he  gnpplied  withont  labour. 

There  are  some  sahstanoes  which  may  he  obtamed  in  great  ahondance 

hj  the  simple  labonr  of  collecting  them,  such  as  wild  fruits,  sticks,  and 

water,  bat  there  are  others  which  require  that  more  labour  should  be 

bestowed  upon  them  before  they  become  fit  for  our  use.    Man  can 

create  nothing,  but  can  only  move  portions  of  matter  into  different 

positions,  in  which  they  become  more  useful  than  in  those  in  which  they 

are  found.    This  has  been  admirably  illustrated  by  Mill,  who  tells  us 

that  man  simply  moves  the  axe  through  the  tree,  and  the  force  of 

gravitation  m&Jces  it  &I1  down;  that  he  moves  the  saw  through  the  wood, 

and  the  force  which  compels  a  soft  substance  to  give  way  before  a  hard 

one  makes  the  wood  split  into  planks;  that  he  moves  the  seed  into  the 

ground,  and  the  force  of  vegetation  makes  it  germinate.    Much  of  the 

labour  of  mankind  is  thus  constantly  employed  in  moving  substances  into 

snch  positions  that  they  can  be  us^  as  human  food.    The  &rmer  sows 

the  wheat,  and  the  forces  of  vegetation  make  it  yield  a  greater  quantity, 

which  is  removed  from  the  place  where  it  is  grown,  and  separated  from 

the  plant  to  which  it  was  attached.    It  is  then  taken  to  a  mill  to  be 

groxmd  into  flour,  then  the  flour  is  taken  to  the  bakeiy,  mixed  with 

water  and  other  substances,  and  made  into  bread;  and,  lastly,  the  bread  is 

taken  to  the  houses  of  those  who  are  to  eat  it.    The  whole  may  be 

considered  as  one  operation,  the  object  of  which  is  to  place  particles  of 

oxygen,  carbon,  &c.,  in  a  place  where  they  can  be  used  to  satisfy  hunger, 

and  it  is  fritile  to  enqnire  which  part  of  it  is  the  most  useful.    The 

sowing  is  of  no  use  without  the  reaping,  nor  the  reaping  without  the 

threshing,  nor  the  threshing  without  the  grinding,  nor  the  grinding 

without  the  baking,  nor   the  baking   without  the  delivery  to   the 

consumers.    But  there  has  always  existed  a  prejudice  against  retail 

dealers,  which  regards  their  labour  as  useless,  because  they  add  no 

additional  quality  to  the  things  which  they  receive  before  they  again 

part  with  them.    This  prejudice  appears  in  Aristotle  in  the  somewhat 

corions  form  of  the  proposition  that  retail  dealers  desire,  not  material 

wealthy  but  money;  and  a  desire  for  money  being  insatiable,  and  not  like 
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the  desire  of  wealthy  limited  by  our  capacity  for  enjoyment,  retail  dealers 
can  never  be  satisfied^  and  are  not  labouring  for  a  proper  object.  In 
a  different  form  it  appears  in  Mill's  remarks  on  co-operative  societies. 
Although  he  says  In  one  place  that  the  labour  of  the  carrier  is  useful, 
because  he  confers  upon  goods  the  quality  of  being  in  the  place  where 
they  are  wanted,  yet  he  subsequently  speaks  of  producers  as  being  more 
useful  than  distributors.  ^'Distributors/'  he  says,  ''differ  from  producers 
in  this,  that  when  producers  increase,  even  though  in  any  given  depart- 
ment of  industry  they  may  be  too  numerous,  they  actually  produce  more, 
but  the  multiplication  of  distributors  does  not  make  more  distributions 
to  be  done,  more  wealth  to  be  distributed ;  it  does  but  divide  the  same 
work  among  a  greater  number  of  persons,  seldom  even  cheapening  the 
process."*  Now,  in  what  does  the  difference  consist  ?  If  producers  are 
too  numerous  in  any  trade,  some  goods  must  be  produced  which  are  not 
required,  and  this  cannot  be  considered  as  an  advantage,  though  it  may 
be  called  an  increase  of  wealdi.  If  distributors  are  too  numerous,  some 
goods  will  be  distributed  which  are  not  required,  and  this  is  no 
advantage  either. 

How  is  it  better  that  com,  which  nobody  wants,  should  be  placed  in 
a  stack  than  that  it  should  be  stored  up  in  a  comdealer's  warehouse  ? 
If  when  producers  are  spoken  of  as  being  too  numerous,  it  is  meant  that 
there  are  a  large  number  employed  in  doing  what  could  be  done  by 
a  smaller  number,  then  their  case  is  exactly  similar  to  that  of  distributors, 
and  a  better  organisation  of  industry  would  have  the  same  advantage  in 
both  cases.  Every  now  and  then  some  new  scheme  is  devised  for  saving 
the  expense  of  the  tradesman's  profit,  but  when  the  excitement  has 
cooled  down,  people  find  that  they  can  only  dispense  with  the  tradesman's 
labour  on  the  condition  of  performing  more  labour  themselves,  or  of 
suffering  some  other  inconvenience.  In  the  few  instances  in  which 
co-operative  societies  sell  things  cheaper  than  private  tradesmen,  it  will 
be  found  they  require  their  customers  to  carry  the  goods  home,  or  they 
refdse  to  give  credit  or  to  call  for  orders.  There  does  not  appear  to  be 
the  shghtest  probability  that  they  will  ever  supplant  private  shops, 
because  there  will  always  be  a  large  number  of  people  who  will  rather 
submit  to  a  slight  increase  of  price  than  to  an  increase  of  trouble. 

It  is  not  the  function  of  Political  Economy  to  decide  what  kinds  of 
labour  are  useful,  and  what  useless.  There  is  no  labour,  from  that  of 
writing  a  poem  to  that  of  working  a  treadmill,  which  does  not  afford 
gratification,  either  to  the  person  who  performs  it,  or  to  the  person  who 
causes  it  to  be  performed.    But  there  has  been  considerable  discussion 

♦  Polit.  Bcon.  IV.  7,  6,    Vol.  n.,  p.  872,    6th  Bdition. 
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S8  to  wbich  kinds  of  labour  ought  to  be  called  prodnotiye,  and  which 
nnptodncfaTe.  The  question  is  not  one  of  much  importance,  but  it 
appears  to  me  that  Uie  idea  conveyed  by  Uie  words  would  be  best 
expressed  by  applying  the  term  productive  to  all  labour  which  is 
employed  in  producing  the  necessaries  of  life. 

If  we  thus  regard  the  farmers,  butchers,  bakers,  etc.,  as  supporting 
the  whole  population,  it  may  enable  us  to  understand  how  they  can  bear 
the  severe  burthens  of  a  war  or  large  Ck>vemment  expenditure.  We  may 
r^ard  them  as  producing  enough  to  support  themselves  and  a  lai^ 
number  of  landlords,  literary  men,  doctors,  and  artizans  engaged  in 
mann&cturing  articles  of  luxuiy.  When  a  war  breaks  out,  they  have  to 
sapport  a  large  number  of  soldiers,  and  many  of  the  artizans  who  were 
employed  in  producing  articles  of  luxury,  but  are  now  employed  in 
making  guns  and  other  weapons.  When  a  large  (Government  estab- 
lishment is  kept  up^  the  productive  classes  have  to  support  a  large 
number  of  clerks,  instead  of  supporting  others  engaged  in  some  occu- 
pation not  directly  connected  with  the  supply  of  food.  Thus,  when 
France  was  invaded  in  1870,  the  productive  labourers  were  obliged 
to  support  the  French  armies,  amounting  to  a  million  men,  and,  to 
some  extent,  the  German  armies  as  welL  But  they' escaped  the  burthen 
of  supporting  a  number  of  landlords,  stockholders,  journalists,  and  other 
persons,  who  fled  to  foreign  countries,  and  many  of  those  who  served 
in  the  army  during  those  fearful  months  had  been  previously  supported 
while  pursuing  some  peaceful  occupation,  or  none  at  all.  This  may 
explain  how  the  people  were  able  to  bear  their  burthens,  which,  even 
after  these  deductions  had  been  made,  were  stOl  very  great.  Though  the 
burthen  of  the  productive  classes  was  not  so  heavy  as  might  at  first 
sight  be  supposed,  the  unproductive  classes  were  exposed  to  terrible 
privations  by  the  stoppage  of  dividends  on  shares  in  public  companies, 
by  delays  in  the  payment  of  rent,  by  the  destruction  of  their  chateaux, 
etc.  We  may  justly  speak  of  a  large  staff  of  Oovemment  officials  as  a 
burthen  to  a  country;  but  it  will  be  well  to  bear  in  mind  that,  if  there^ 
were  no  Oovemment  at  all,  the  productive  classes  would  still  have  to 
support  a  large  number  of  unproductive  consumers,  and  that  the  change 
from  the  country  gentleman  to  Government  clerks  is  rather  one  of  form 
than  of  substance. 

There  are  striking  differences  between  the  efficiency  of  labour  in 
different  countries.  These  are  due  to  differences  in  two  circumstances, 
viz.,  the  constancy  and  the  knowledge  with  which  it  is  applied.  In  the 
matter  of  constancy  English  workmen  enjoy  an  honourable  pre-eminence. 
The  kte  Mr.  B.  Jones  tells  us  that  the  labour  of  two  Englishmen  was 
considered  equal  to  that  of  six  Russians,  or  four  Irishmen.  Heaccounted 
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for  this  by  saying  that  Englishmen  had  to  work  under  a  master,  who 
insisted  on  their  working  oontinuonsly;  but  this  is  a  very  nnsatis* 
factory  explanation.  In  the  first  place,  the  superiority  of  ILtiglishmen 
to  fiussians  is  quite  as  marked  in  those  occupations  in  which  the 
latter  have  to  work  under  a  master,  as  in  those  in  which  they  work 
for  themselves.  Mr.  Longe  mentions  that  he  has  heard  the  owner  of  a 
large  factory  in  fiussia  say,  that  he  would  rather  employ  one  Engli>}i 
mechanic,  at  much  higher  wages,  than  seven  Russians.  In  the  second 
place,  there  is  no  reason  why  men  should  work  harder  for  a  master  than 
for  themselves.  If  it  were  so,  the  most  efficient  labour  would  be  that  of 
the  slave,  which  is  known  to  be  the  least  so.  Although  the  slave  can  be 
made  to  work  for  a  great  length  of  time,  he  cannot  be  made  to  do  so 
when  the  overseer's  eye  is  not  on  him;  and  the  same  may  be  said,  though 
to  a  less  extent,  of  prison,  workhouse,  and  even  hired  labour.  The  most 
powerful  motive  for  industry  is  not  the  fear  of  dismissal,  but  the  hope 
of  remuneration;  and  while  hired  workmen  strike  for  a  reduction  of 
hours  to  ten  or  nine  a  day,  independent  workmen  will  work  for  twelve 
or  thirteen.  Employers  can  only  obtain  the  customary  amount  of  work 
from  their  men ;  and  fiussian  capitalists  would  be  as  powerless  to  obtain 
more  as  English  employers  would  be  to  prevent  drunkenness  among  their 
men,  even  if  custom  and  education  did  not  teach  them  to  regard  the 
ordinary  amount  of  work  done  as  the  natural  one.  The  difference  most 
be  accounted  for  in  some  other  way,  and  I  should  be  inclined  to  say  that 
the  Irish  and  fiussians  had  not  yet  imbibed  a  taste  for  many  comforts 
which  the  Englishman  regards  as  indispensable,  and  that  they  will  not 
work  more  than  enough  to  satisfy  the  pressing  wants  which  they  ahready 
feel;  but  they  will,  in  time,  acquire  fresh  tastes,  and  will  then  work  long 
enough  to  earn  the  means  of  gratifying  them.  In  an  uncivilised  country, 
men  have  few  wants  so  imperative  as  to  overcome  their  aversion  to 
labour.  As  new  methods  are  discovered  of  making  their  labour  more 
productive,  they  become  acquainted  with  new  articles  which  create  new 
wants,  and  they  work  harder  in  order  to  satisfy  them;  as  production  is 
still  fiirther  improved,  they  are  enabled  to  satisfy  their  wants  with  Icbs 
labour,  and  at  the  period  at  which  we  are  now  arrived,  they  choose  rather 
to  reduce  the  hours  of  labour  than  to  acquire  fresh  luxuries. 

Wakefield  supposed  that  in  a  colony  men  could  not  be  induced,  with- 
out some  form  of  compulsion,  to  labour  with  the  constancy  requisite  for 
the  construction  of  a  railway,  or  other  great  public  work,  because  if  left 
to  themselves  they  would  frequently  leave  their  employment  in  order  to 
begin  farming  on  their  own  account. 

He  defined  a  colony  as  a  country  receiving  emigrants,  and  expressly 
included  the  United  States  in  the  category.    He  had  no  difficulty  in 
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showing  that  Blavery  existed  in  many  colonies,  and  that  in  others  its 
place  was  supplied  by  convict  labour,  and  other  forms  of  compulsion. 

Bat  there  was  one  &ct  which  was  &tal  to  his  theory,  Tiz.,  that  great 
public  works  were  executed  in  the  northern  United  States  without  com- 
pulsion in  any  fomu  Instead,  however,  of  abandoning  his  theory,  he 
endeavoured  to  escape  the  logical  conclusion  by  saying  that  these  works 
were  executed  by  negroes  and  Irishmen,  and  that  *'The  freed  negroes 
and  their  descendants  of  some  of  the  States  of  North  America^  which 
either  never  permitted  or  have  abolished  slavery,  are  virtuaDy  a  sort  of 
slaves,  by  means  of  their  extreme  degradation  in  the  midst  of  the  whites, 
aad  the  hordes  of  Irish  pauper  emigrants  who  pour  into  North  America^ 
British  and  American,  are  in  a  considerable  proportion,  virtually  slaves, 
by  means  of  their  servile,  lazy,  reckless  habit  of  mind,  and  their  degra- 
dation in  the  midst  of  the  energetic,  accumulating,  pridefdl,  domi- 
neering Anglo-Saxon  race."  *  It  seems  to  have  been  Wakefield's  opinion 
that  the  most  profitable  employment  for  colonists  was  that  of  working 
under  a  capitalist  in  the  construction  of  a  great  public  work,  but  that 
they  were  perverse  enough  to  think  that  they  could  do  better  by  setting 
up  as  fiumers  on  their  own  account.  In  order  to  prevent  them  from 
doing  so,  he  proposed  to  charge  such  a  price  for  waste  land  as  would 
prevent  labourers  from  obtaining  any  until  others  had  come  to  take  their 
places  in  their  former  employment.  In  order  to  justify  this  obstruction 
to  the  natural  course  of  things,  he  said  that  it  was  the  only  alternative 
to  slavery,  and  as  he  found  that  these  works  were  executed  in  America 
by  free  labourers,  he  said  th^t  they  were  virtually  slaves.  The  fact  is, 
that  if  these  works  could  not  be  undertaken  without  some  restriction 
being  imposed  on  the  free  choice  of  the  labourers,  they  ought  not  to  be 
undertaken  at  all,  and  if  these  consider  that  agriculture  is  more  profit- 
able, this  is  sufficient  proof  that  it  is  so,  and  the  railway  or  other  work 
in  question  ought  to  be  laid  aside  until  its  promoters  are  able  to  give 
such  a  rate  of  wages  as  will  enable  them  to  obtain  as  many  labourers  as 
they  require.  It  is  this  preference  of  hired  to  independent  labour  which 
forms  the  basis  of  that  strange  collection  of  fallacies  which  has  been 
called,  as  if  in  irony,  the  Wakefield  System. 

The  principal  agencies  in  the  improvement  of  production  are  the 
division  of  labour  and  the  discovery  of  new  means  of  utilising  the  forces 
of  nature.  When  many  persons  are  employed  in  producing  articles 
which  have  to  undergo  many  different  processes  before  they  are  com- 
pleted, it  at  once  occurs  to  them  that  they  can  save  time  by  confining 
one  person,  or  set  of  persons,  to  each  process.    Examples  of  this  division 

*  View  of  the  Art  of  ColonisaUon,  by  E.  Os  Wakefield*    1849.    p.  175. 
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of  labour  are  famished  by  every  manufactory,  and,  indeed,  by  every 
place  in  which  large  numbers  are  employed.  Take,  for  instance,  the 
mint.  One  set  of  men  are  employed  in  melting  the  metal,  and  pouring 
it  into  the  moulds.  In  another  room  other  men  take  the  bars  formed  in 
the  moulds,  and  place  them  between  rollers,  which  compress  them  until 
they  are  reduced  to  the  required  thickness.  In  another  room  circular 
pieces,  called  ''blanks,"  are  punched  out  of  the  now  thin  strips  of  metal; 
and,  in  another,  the  blanks  are  annealed  or  softened,  so  as  to  be  capable 
of  receiving  an  impression.  They  are  stamped  in  another  room,  where 
they  become  complete  coins,  and  they  are  then  taken  to  another  room  to 
be  weighed,  and  all  that  are  above  or  below  the  right  weight  are  again 
melted  down.  It  is  obvious,  that  by  assigning  each  process  to  one  set 
of  workers  much  time  is  saved  which  would  otherwise  be  spent  in  walk- 
ing fi*om  one  room  to  another,  and  in  changing  their  tools.  Adam  Smith 
supposed  that  men  who  have  to  change  frequently  ftt)m  one  kind  of  work 
to  another  are  apt  to  contract  a  habit  of  loitering,  but  the  examples  of 
gardeners  and  cooks  are  sufficient  to  prevent  us  from  attaching  any 
weight  to  this  argument,  and  even  without  this,  the  advantage  of  division 
of  labour  in  saving  time  is  so  obvious  that  it  is  always  adopted  when- 
ever many  persons  have  to  work  together,  either  in  their  professional 
occupation  or  for  temporary  purposes  of  pleasure  or  necessity.  When  the 
division  of  labour  has  continued  for  any  length  of  time  in  any  employ- 
ment, another  advantage  presents  itself,  viz.,  the  increase  of  sldll  which 
results  from  the  confinement  of  each  person  to  one  occupation.  Each 
operation  makes  a  demand  on  some  particular  muscles,  or  on  one  par- 
ticular sense,  and  these  are  by  constant  practice  so  much  improved,  that 
the  workman  can  do,  with  very  little  effort,  many  times  as  much  work 
as  the  novice  can  by  the  greatest  exertion. 

The  strength  of  a  blacksmith's  arm,  the  rapidity  with  which  an 
accountant  adds  up  several  rows  of  figures — ^the  ease  with  which  a  porter 
carries  a  weight  which  an  ordinary  man  can  hardly  lift — are  instances 
which  wiQ  occur  to  every  one.  As  every  one  desires  to  obtain  wealth 
by  the  least  possible  labour,  a  system  which  so  largely  increases  the 
power  of  production  by  enabling  each  individual  to  produce  more,  is 
sure  to  be  maintained  wherever  a  sufficient  quantity  of  an  article  is 
required  to  make  it  worth  while  for  many  persons  to  devote  themselves  to 
its  production. 

These  two  advantages,  the  saving  of  time  and  the  increase  of  skill, 
were  both  pointed  out  by  Adam  Smith.  The  late  Mr.  Babbage*  has 
pointed  out  another  advantage,  that  it  enables  us  to  procure  the  whole 

*  See  his  "  Economy  of  Haohinery  and  Mannfaotures,"  ohap.  19. 
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benefit  of  each  person's  skill,  whether  natural  or  acquired.  Th^^^ 
some  prooesseff  which  are  so  simple  that  children  are  employed  to  perfoniVi 
them,  while  there  are  others  in  which  great  skill  is  required.  This  is 
particularly  the  case  in  the  final  stages  of  production,  where  error  may 
lead  to  spoiling  of  the  article,  and  thus  render  useless  all  the  work 
previously  done. 

If  the  com  be  not  reaped  before  it  is  spoiled,  all  the  labour  bestowed 
on  ploughing  and  sowing  is  thrown  away ;  if  the  coin  be  not  correctly 
stamped,  aU  thelabour  of  melting,  rolling,  and  punching  has  been  wasted. 

Babbage  considered  that  this  was  the  most  important  advantage  of 
the  division  of  labour,  that  it  enabled  those  who  have  sufficient  skill 
to  perform  Uie  most  delicate  operations  to  devote  their  whole  time  to 
them,  and  to  leave  the  more  simple  work  to  those  who  are  fit  for 
nothmg  else. 

He  grounded  this  opinion  on  the  different  rates  of  wages  which  are 
paid  to  skilled  and  unskilled  labourers,  and  I  cannot  disonss  it  fully  until 
I  have  explained  the  causes  which  determine  the  rate  of  wages.  I  can 
only  say  here,  that  he  seems  to  me  to  have  fallen  into  an  eiror,  which 
caused  him  to  exaggerate  its  importance,  but  I  do  not  question  its  truth4 
It  is  impossible  to  say  to  what  extent  differences  of  skiU  are  natural  or 
acquired.  It  is  certain  that  long  practice  is  necessary  in  order  to  acquire 
proficiency  in  any  art,  whether  mechanical  or  intellectual.  An  appren- 
tioeship  of  seven  years  was  formerly  thought  necessary  to  quaUiy  a 
mechanic  for  becoming  a  master,  and  setting  up  a  business  of  his  own« 
Those  who  have  attained  distinction  as  debaters  in  Parliament  have,  in 
almost  aU  cases,  acquired  their  knowledge  of  the  tastes  and  feelings  of 
the  assembly  they  addressed  by  constantly  taking  part  in  the  debates* 
Fox  said  that  during  a  whole  session  he  spoke  every  night  but  one,  and 
only  regretted  that  he  had  not  spoken  on  that  night  idso.  In  order  to 
make  a  sdentific  discovery  a  man  must  study  the  works  of  those  who 
have  preceded  him,  and  every  artist  must  execute  numerous  sketches 
before  he  can  produce  a  great  painting.  But  after  all  allowance  has 
been  made  for  the  different  amount  of  practice,  there  still  remain 
diffidences  between  individuals  which,  as  we  cannot  account  for  them, 
we  call  natural  or  innate.  There  are  persons  who  think  that  genius  is 
only  the  capacity  for  taking  trouble ;  but  even  so,  some  persons  appear  to 
possess  this  capacity  in  a  greater  degree  than  others.  There  are  some 
trades  whioh  almost  anybody  can  learn,  but  two  men  who  sptent  equal 
time  in  learning  are  not  able  to  do  their  work  with  equal  neatness  or 
rapidii^.  Many  men  can  acquire  sufficient  knowledge  of  a  science  to 
qualify  them  for  a  professorship,  but  not  all  of  these  are  able  to  make 
important  discoveries.    As  soon  as  a  division  of  labour  commences,  it  is 
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work  better  than  others,  and  that  labonr 
^sticks  to  that  which  he  does  best,  and  if  those 
try  another,  nntil  they  find  one  that  snits  them, 
a  greater  aptitude  for  one  sort  of  work  acquire 
reater  superiority,  and  those  who  do  not  practise  it 
capable  of  performing  it,  and  the  process  which 
^so  happily  termed  natural  selection,  preserves  and 
differences  which  are  all  that  at  first  manifest 
themselves.  In  every  village  we  may  find  a  butcher,  a  baker,  a  black- 
smith, and  the  shop.  If  a  village  increases  in  6ize,  the  shop  is  required 
to  famish  a  greater  quantity  of  goods,  and  for  some  time  the  shopman 
manages  to  increase  his  store  in  proportion,  but  after  a  time  it  occurs 
to  some  one  to  set  up  another  shop,  and  sell,  perhaps,  only  grocery. 

Those  who  live  nearest  to  the  new  shop  find  it  more  convenient  to  go 
there  than  to  the  old  one,  and  the  grocer,  by  concentrating  his  whole 
attention  on  the  subject,  is  able  to  sell  better  tea  and  sugar,  etc.,  than 
the  other  tradesman  who  has  so  many  things  to  attend  to,  and  gradually 
draws  to  himself  that  portion  of  the  business.  The  same  process  is 
repeated;  one  man  setting  up  as  a  cheesemonger,  another  as  a  draper, 
and  so  on,  until  the  bare  Ust  of  trades  in  the  "London  Post  Office 
Directory"  would  be  sufficient  in  itself  to  fill  a  volume.  The  advantages 
of  divisions  of  labour  are  extremely  great,  and  the  progress  of  society  is 
marked  by  the  extent  to  which  it  has  been  carried ;  but  it  also  possesses 
some  disadvantages.  In  some  trades  continued  application  is  apt  to 
bring  on  some  peculiar  disease,  which  might  never  attack  a  person  who 
only  worked  at  it  occasionally.  The  fork-grinders  of  Sheffield  are  said, 
on  an  average,  not  to  attain  a  greater  age  than  thirty  years;  and  many 
other  operations  connected  Avith  the  manufacture  of  steel  are  extremely 
dangerous. 

There  is  another  more  general  objection  to  the  division  of  labour : 
that  it  renders  every  class  of  society  more  or  less  dependent  on  evexy 
other,  and  that  an  injury  to  any  one  part  is  felt  by  the  whole.  The  same 
is  the  case  in  the  organic  world.  As  a  polyp  may  be  cut  to  pieces  and 
every  piece  become  a  perfect  animal,  while,  with  a  man,  the  loss  of  a 
hand  impairs  the  power  of  the  whole  body,  and  the  loss  of  a  head  destroys 
life,  so  a  tribe  of  Eed  Indians  may  be  exterminated  without  any  other 
tribe  feeling  the  effect  of  it ;  while  a  disaster  in  any  part  of  England 
is  felt  by  the  whole  country,  and  the  siege  of  Paris  spreads  misery  into 
every  comer  of  France. 

Adam  Smith  attributed  another  advantage  to  the  division  of  labour : 
that  it  led  to  the  invention  of  numerous  machines.  He  thought  that  a 
man  whose  whole  attention  was  concentrated  in  one  process  would  be 
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more  likely  to  discoyer  a  better  mode  of  performing  it  than  if  he  had 
seyeral  to  attend  to.  Certainly,  it  sometimes  happens  that  a  machine  is 
invented  by  a  man  engaged  in  that  very  work  which  it  is  designed  to 
abridge.  Thus  Mr.  Pilcher,  the  head  officer  of  the  weighing-room  in 
the  British  Mint,  invented  a  file  for  reducing  heavy  blanks  to  the  proper 
weight;  and  he  also  effected  an  improvement  in  Cotton's  Weighing 
machine  which  enabled  it  to  separate  those  which  were  the  proper 
weight  from  those  which  were  too  heavy,  as  well  as  from  those  which 
were  too  light.  Bat  there  is  no  reason  for  saying  that  those  who  are 
confined  to  one  operation  are  more  apt  to  discover  improvements  than 
those  who  perform  a  great  variety  of  operations.  Adam  Smith,  indeed, 
says  many  machines  are'  invented  by  ^^philosophers,  or  men  of  speoa* 
ladon,''  and,  in  admitting  this,  he  abandons  his  own  ground*  Agriculture 
does  not  admit  of  much  division  of  labour,  because  its  different  pro- 
cesses must  be  performed  at  different  times,  and  yet  a  great  number  of 
tools  have  been  invented  to  assist  the  labours  of  the  farmer.  The  spade, 
the  sickle,  and  the  plough  were  invented  in  ages  so  remote  that  no  record 
has  been  preserved  of  their  first  introduction,  and  in  our  own  time 
the  plough  has  received  some  improvement,  and  machines  have  been 
invented  for  ploughing,  reaping,  and  threshing  by  the  aid  of  steam 
power.  The  cause  of  the  invention  of  machines  is  the  desire  so 
universally  felt  to  save  labour,  which  is  quite  as  much  felt  in  those 
employments  where  a  man  has  to  perform  several  operations  as  where  he 
has  to  attend  to  only  one.  A  carpenter  has  to  make  many  different 
things,  and  we  aU  know  the  number  of  toob  which  his  basket  oontama, 
every  one  of  which  has  been  invented  in  order  to  save  trouble  in  one  or 
other  department  of  his  work. 

Fanners  are  constantly  at  work  introducing  improvements,  but  the 
nature  of  their  employment  requires  that  they  should  be  widely 
dispersed,  and  this  is  one  reason  why  so  long  a  time  is  required  before 
new  processes  can  come  into  general  use.  Another  reason  is,  that  it  is 
impossible  for  the  few  who  are  the  first  to  adopt  a  new  method  to  raise 
sufficient  produce  to  beat  all  the  others  out  of  the  market,  because  to  do 
so  would  require  them  to  cultivate  a  very  large  extent  of  ground,  which 
they  are  unable  to  procure,  and  even  if  they  could,  they  would  be  unable 
properly  to  superintend  its  cultivation.  In  manufacturing  industry  the 
case  is  different,  for  a  factory  can  be  greatly  enlarged,  and  he  who 
introduces  a  new  process  can  make  so  large,  a  quantity  of  the  article 
in  question  as  very  materially  to  interfere  with  the  business  of  his 
competitors,  unless  they  follow  his  example. 

Babbage,  in  the  work  before  referred  to,  has  given  copious  illustrations 
of  the  advantages  which  are  conferred  on  mankind  by  the  invention 
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of  machines.  They  enable  one  man  to  do  what,  without  them,  would 
require  the  labour  of  hundredB.  The  invention  of  gunpowder  enables 
one  or  two  men  to  blast  a  rock  in  a  day,  which  it  would  take  many  men 
a  long  time  to  remove  by  breaking  it  away;  and  even  taking  into 
account  the  labour  expended  in  maUng  the  gunpowder,  there  is  still  a 
considerable  saving.  Monkeys  have  been  known  to  throw  cocoa-nuts 
and  other  hard  fruit  at  men  who  approached  them ;  one  monkey  has 
been  seen  to  hold  a  snake  with  one  paw,  and  with  the  other  take 
a  stone  and  batter  the  reptile's  head  with  it  There  was  a  time 
when  men  had  no  other  weapons  than  stones;  but  at  length  some 
one  discovered  that  by  rubbing  two  stones  together  they  could  be 
furnished  with  an  edge  which  would  render  them  more  useful,  either 
as  missiles  or  for  the  purpose  of  striking.  As  continued  practice 
brought  greater  dexterity,  it  became  possible  to  make  and  use  superior 
weapons. 

After  a  time  it  was  discovered  that  a  stone  could  be  thrown  with 
greater  force  if  it  were  placed,  in  a  sling,  and  whirled  round  before  it 
was  discharged.  Then  the  cross-bow  was  invented,  which  enabled  a 
weak  man  to  send  a  bolt  as  far  as  a  strong  one;  and  after  this,  the  next 
step  was  to  introduce  the  expansive  force  of  gas  to  do  what  had  been 
done  by  the  tension  of  wood  and  string.  This  was  accomplished  in  the 
invention  of  the  musket,  and  it  had  by  that  time  been  found  more  con- 
venient to  use  lead  than  stones;  and  firom  the  time  of  their  invention  to 
the  preient  day,  the  gun  and  the  bullet  have  been  receiving  constant 
improvements,  and  are  doubtless  destined  to  receive  many  more. 
Machines  are  also  very  usefiil  in  enabling  a  great  amount  of  work  to  be 
done  in  a  short  time  which  would  not  be  worth  doing  at  all  if  it  could 
not  be  done  quickly. 

The  ancient  Egyptians  and  Peruvians  contrived  to  move  enormous 
stones  from  the  quarry  to  the  place  where  a  temple  or  a  palace  was 
building,  but  it  occupied  the  labour  of  two  thousand  men  for  three 
years  to  move  a  single  stone  from  Elephantine  to  Sais,  in  Egypt,  in  the 
reign  of  Amasis.  If  it  had  been  desired  to  complete  the  building  in  a 
single  year,  it  could  not  have  been  done ;  but  in  our  day  cranes,  rollers, 
and  steam  engines  would  enable  us  to  do  in  a  week  what  they  required 
years  to  accomplish.  Another  advantage  of  machinery  is  that  it  enables 
us  to  secure  uniformity  in  the  articles  produced.  Of  this  an  illustration 
is  afforded  by  the  art  of  printing.  It  is  impossible  that  copyists  should 
avoid  aU  mistakes  in  copying  a  manuscript,  and,  consequently,  when  a 
book  has  been  frequently  copied  by  hand,  the  manuscripts  are  found  to 
differ  more  or  less  from  the  original  and  from  one  another.  These 
differences  are  well  known  to  occur  in  copies  of  the  works  of  classical 
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authors,  of  the  Old  and  New  Testament,  and,  indeed,  of  all  books 
which  were  widely  read  before  the  invention  of  printing. 

In  printing,  these  variations  are  avoided,  if  only  proper  care  be  taken. 
Instead  of  a  pen,  types  are  used  made  in  the  shape  of  the  different  letters 
of  the  alphabet,  and  with  these  the  whole  work  is  spelt  oat.  When  this 
has  been  done,  the  types  are  inked,  and  are  pressed  upon  hundreds  or 
thousands  of  sheets  of  paper  in  succession.  By  this  means  every  sheet 
receives  exactly  the  same  impression,  and  whatever  errors  there  are 
must  have  be^i  introduced  when  the  types  were  ^'composed,"  that  is, 
arranged  in  their  order,  and  must  be  shared  by  all  copies  alike.  Many 
such  errors  may  occur,  and  frequently  do  so,  especially  in  newspapers 
and  other  prints  which  have  to  be  completed  in  great  haste.  The 
diflSculty  of  settling  the  true  text  of  Shakespere  shows  how  many  errors 
may  creep  in  where  no  care  is  taken  either  to  make  the  first  edition  a 
faithful  copy  of  the  author's  manuscript,  or  to  make  the  later  editions 
agree  with  the  first ;  but  all  the  copies  of  the  first  foho  are  exactly  alike, 
and  the  various  readings  are  nothing  to  what  they  would  be  if  Shake- 
spere's  plays  had  only  come  down  to  us  in  manuscript.  Machines  also 
enable  us  to  do  many  things  which  we  could  not  do  at  aU  without  them. 
Without  ships  we  could  not  cross  the  Atlantic,  and  without  telescopes 
we  could  never  have  discovered  many  thousands  of  stars  which  are  now 
known  to  us. 

In  order  that  division  of  labour  may  be  carried  to  any  great  extent, 
it  is  necessary  that  production  should  take  place  on  a  large  scale.  It 
is  not  necessary  that  the  producers  should  be  brought  together  in  large 
numbers  in  a  single  workshop,  but  only  that  the  number  of  articles 
made  should  be  so  large  that  one  man  can  find  occupation  for  his  whole 
time  in  performing  a  single  process.  The  business  of  watch-making  is 
divided  among  more  than  a  hundred  different  trades,  but  those  who 
work  at  them  are  not  brought  together  in  large  factories,  but  work  at 
their  own  homes,  and  even  in  the  country.  The  astonishing  cheapness 
of  the  German  toys  which  are  sold  in  London  is  due  not  only  to  the 
fact  that  the  wood  of  which  they  are  made  is  obtained  for  but  a  trifle 
more  than  the  cost  of  felling  the  trees,  but  also  to  the  extreme  division 
of  labour  which  is  practised  by  those  who  carve  and  paint  them ;  but 
they  live,  not  in  large  towns,  but  in  the  forest  where  the  trees  are 
found.  The  wants  of  a  village  are  so  few,  that  it  would  be  impossible 
for  one  man  to  find  constant  occupation  by  selling  drapery  alone,  or 
grocery  alone,  and  if  several  persons  set  up  as  drapers,  grocers,  cheese- 
mongers, etc.,  the  result  would  be  a  great  waste  of  labour,  because  several 
persons  would  be  employed  in  doing  what  could  be  done  by  one,  and 
they  would  be  wasting  much  time  which  might  be  spent  in  producing 
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something  naeftQ.  Nor  wonld  they  gain  the  chief  advantage  of  diyision 
of  labonr,  that  of  increased  dexterity,  for  this  result  is  only  obtained  by 
constant  practice,  which  is  wanting  in  the  case  supposed.  This  is  one 
reason  why  so  many  of  the  conveniences  of  life  can  be  obtained  so  mnch 
more  easily  in  a  large  town  than  in  a  small  village ;  but  the  town  also 
has  the  advantage  of  making  it  profitable  to  employ  more  machinery. 
The  expense  of  making  a  machine  of  any  great  power  or  complexity  is 
always  considerable,  and  its  superiority  to  unassisted  labour  only  mani- 
fests itself  when,  and  in  proportion  as,  a  large  number  of  articles  are 
produced.  It  requires  less  labour  to  write  out  a  copy  of  a  book  than  to 
set  up  the  types  for  printing  it,  and  very  much  less  than  to  make  a 
printing-press.  When,  therefore,  but  one  copy  is  required,  it  is  found 
to  answer  better  to  have  it  in  manuscript ;  but  as  the  number  increases, 
the  cost  of  printing  eaoh  one  diminishes,  because  when  the  types  have 
once  been  composed,  the  labour  of  stamping  successive  sheets  is  very 
small  in  comparison,  and  much  smaller  than  that  of  writing  out  fresh 
copies.  It  is  well  known  how  the  success  of  a  newspaper  depends  upon 
its  circulation,  and  how  large  an  outlay  must  be  incurred  on  first  starting 
one,  before  it  has  attracted  sufficient  popularity  to  enable  it  to  pay  the 
expenses  of  printing.  A  higher  price  is  always  charged  for  new  novels 
than  for  those  which  have  acquired  a  great  reputation,  because  the 
publishers  do  not  know  what  will  be  the  extent  of  the  sale,  and  wish  to 
secure  themselves  against  loss  by  charging  so  much  that  the  sale  of  a 
small  portion  of  the  edition  will  bring  in  enough  to  pay  all  expenses. 

When  a  work  has  become  so  popular  that  a  large  sale  may  be  confidently 
anticipated,  the  publishers  can  divide  the  expenses  among  the  whole 
number  printed,  and  therefore  reduce  the  price.  If  a  copyright  treaty 
were  concluded  between  this  country  and  the  United  States  it  might,  and 
probably  would,  have  the  eflfect  of  considerably  reducing  the  cost  of  books 
in  both  countries,  because  both  would  be  supplied  from  the  same  printing 
house,  and  the  labour  of  composing  the  type  would  be  gone  through  once 
instead  of  twice,  and  this  saving  of  labour  would  be  still  more  marked  in 
the  case  of  works  which  were  furnished  with  costly  engravings.  The 
same  principle  may  be  illustrated  in  any  department  of  industry.  For 
several  centuries  our  coins  were  struck  by  hand,  one  man  holding  the 
metal  between  the  dies,  while  another  struck  the  upper  die  with  a  hammer 
two  or  three  times  until  satisfactory  impressions  were  obtained. 

Now  a  machine  is  employed  which  places  the  blanks  in  one  die  and 
brings  the  other  down  upon  it  with  a  force  of  84,000  kilogrammes, 
which  produces  the  impression  at  a  single  blow.  It  would  not  be  profit- 
able to  use  this  machine  unless  a  very  large  number  of  coins  were  made 
in  a  year,  and  it  is  probable  that  the  method  employed  by  false  coiners 

Digitized  by  VjOOQIC 


PBOGRBSS  OF  ItfPfiOVEMBKT.  41 

does  not  differ  mndi  fix)in  the  ancient  practioe  of  the  mint.  Whether  a 
large  or  small  scale  of  production  is  preferable  in  any  one  trade  at  a  given 
tame  and  place,  is  always  ascertained,  where  free  competition  is  allowed, 
by  the  simple  test  of  experiment,  for  if  both  methods  are  tried,  that 
which  is  the  better  will  prove  itself  to  be  such  by  enabling  those  who 
practise  it  to  undersell  the  others.  As  a  large  market  is  required  in  order 
to  render  possible  production  on  a  large  scale,  it  foUows  that  small 
producers  can  always  hold  their  ground  when  the  market  is  but  small. 
Some  persons  have  a  vague  idea  that  great  capitalists  will  in  time  swallow 
up  all  the  small  ones,  but  there  is  no  more  reason  for  such  a  notion  than 
for  a  belief  that  the  whole  world  will,  in  time,  be  absorbed  in  one  town. 
A  railway  is  only  an  advantage  when  there  is  an  immense  amount  of 
traffic  along  the  same  route,  and  can  never  supersede  the  use  of  horses 
for  conveying  goods  for  short  distances.  When  railways  were  first  intro- 
duced, some  people  imagined  that  we  should  not  want  horses  any  more, 
but  though  they  have  superseded  stage  coaches  wherever  they  have  been 
introduced,  they  have  greatly  increased  the  quantity  of  goods  conveyed 
from  one  part  of  the  country  to  another,  and  a  great  number  of  horses 
are  employed  to  carry  the  goods  to  the  railway  stations  and  from  the 
stations  to  the  houses  where  they  are  wanted.  A  railway  requires  high- 
roads and  bye-roads  to  feed  it,  just  as  a  town  requires  &rms  and  villages 
to  feed  it,  a  fact  which  has  been  overlooked  by  the  promoters  of  railways 
in  Brazil  and  other  backward  cohntries,  who  have  discovered  by  painAil 
experience  that  there  was  not  enough  traffic  in  the  country  to  furnish 
employment  for  them.  Steamers  in  the  same  way  can  only  be  employed 
where  the  traffic  is  considerable,  and  sailing  vessels  are  stiU  employed  in 
the  less  important  branches  of  maritime  trade,  and  rowing  boats  are  still 
found  most  convenient  where  only  a  few  individuals  desire  to  make  a 
short  journey.  There  is  still  less  ground  for  supposing  that  large  shops 
will  ever  supersede  small  ones,  for  the  very  nature  of  distribution 
requires  that  the  distributors  should  be  widely  dispersed,  and  it  is  obvious 
that  the  greater  the  size  of  the  shop,  the  greater  must  be  the  area  which 
it  supplies,  and  the  inconvenience  to  the  customers  who  have  to  come  to 
it.  Shops,  moreover,  do  not  admit  of  much  division  of  labour,  and  the 
only  advantages  of  a  large  over  a  small  one  are  that  the  men  may  be 
more  fully  occupied,  and  Uiat  large  purchases  can  be  effected  with  very 
Uttle  more  labour  than  small  ones,  and  thus  a  greater  profit  may  be  realised 
when  the  goods  are  sold  again.  The  disadvantage  is  that  it  is  more 
difficult  to  superintend  a  large  shop,  and  a  number  of  shop-walkers  have 
to  be  employed  to  see  that  the  others  do  their  work  properly. 

Division  of  labour  and  machinery  can,  as  above  stated,  be  carried  to  a 
greater  extent  in  those  cases  only  where  there  is  a  large  market  to  be 
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sapplied,  but  whether  this  condition  existe  or  not,  there  is  a  perpetual 
prooees  of  improvement  going  on.  For  a  long  time,  the  inhabitants  of 
these  islands  had  no  tools  except  such  as  were  made  of  stone,  but  at  length 
some  one  discovered  that  better  ones  could  be  made  of  bronze,  and  bronze 
saperseded  stone,  and  was  in  its  turn  superseded  by  iron.  Every 
person  who  makes  a  tool  tries  to  make  it  as  fit  as  possible  for  the  use 
which  is  to  be  made  of  it,  and  the  result  is,  that  out  of  thousands  of  cases 
one  occurs  in  which  some  slight  alteration  is  introduced  which  enables 
it  to  do  its  work  better. 

The  discovery  becomes  known  to  others  besides  the  person  who  first 
made  it,  and  as  every  one  desires  to  obtain  wealth  by  the  least  possible 
labour,  it  is  gradually  adopted  by  one  person  after  another  until  its  use 
becomes  universal.  The  spade,  the  plough,  and  the  harrow,  all  afford 
evidence  of  the  gradual  improvement  which  has  led  to  their  adoption, 
and  the  same  may  be  said  of  the  knife  and  the  saw,  mi  aU  tools  which 
are  used  by  carpenters  or  blacksmiths.  Nor  is  it  only  in  the  improvement 
of  tools,  properly  so  called,  that  the  eternal  progress  of  improvement  is 
to  be  traced.  Before  the  dispersion  of  the  Aryan  races,  some  ingenious 
person  had  discovered  the  advantage  of  domesticating  sheep  and  oxen, 
and  thus  conferred  an  incalculable  benefit  on  the  human  race.  It 
enabled  them  to  procure  food  with  much  less  labour  and  much  greater 
certainty  than  hunting  had  previously  done,  and  it  enabled  a  much 
larger  population  to  maintain  themselves  in  the  same  territory. 

The  number  of  species,  from  the  elephant  to  the  silkworm,  which 
are  now  employed  in  different  parts  of  the  world  in  satisfying  human 
wants  is  very  considerable,  and  is  made  up  of  contingents  from  all 
divisions  of  the  animal  kingdom. 

A  few  years  ago,  a  market  gardener  in  Australia  constructed  an 
apparatus  to  enable  a  tame  kangeroo  to  work  an  engine  for  watering  his 
garden,  and  it  is  possible  that  his  plan  may  be  generally  adopted  in  that 
country,  and  almost  certain  that  many  new  species  will  hereafter  be 
pressed  into  the  service  of  mankind.  He  must  have  been  a  great  genius 
who  first  conceived  the  idea  of  sowing  the  seed  of  the  plant,  and  obtaining 
a  crop  where  the  earth  did  not  supply  it  spontaneously.  The  introduction 
of  agriculture  enabled  a  much  larger  population  to  maintain  itself  on 
the  same  space  of  ground  than  could  have  done  so  either  by  hunting, 
fishing,  tending  cattle,  or  subsisting  on  the  spontaneous  produce  of 
vegetation.  But  its  chief  advantage  was,  that  it  induced  men  to  adopt 
a  more  settled  life,  and  thus  gradually  formed  more  regular  habits  of 
industry.  The  Bomans  were  a  nation  of  farmers,  and  they  weie  able  to 
expel  the  Celts  from  the  north  of  Italy,  and  what  they  took  they  kept, 
because  they  always  colonised  a  conquered  district  with  farmers  who 
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oltmg  tenaoioady  to  tiie  lands  which  they  tilled,  while  it  nuitterod  little 
to  the  Celts  to  what  pastures  they  drove  their  flocks.  But  agriooltore 
when  it  was  first  introdnoed  was  of  a  rude  and  imperfect  character,  and 
yielded  but  a  small  product  in  comparison  with  what  it  does  at  present, 
Mr.  Wallace  tells  ns,  in  his  yalaable  and  entertaining  work  on  the  Malay 
Archipelago,  that  the  Diaks,  in  Borneo,  raisa  two  crops  in  sacoession, 
and  th^  leave  the  land  fallow  for  eight,  or  even  ten,  years.  Until 
recently,  it  was  the  general  practice  in  Eorope  to  let  the  land  lie  fidlow 
osie  year  out  of  three,  bat  this  is  giving  way  before  the  system  of  rotation 
of  crops,  which  greatly  increases  the  total  yield,  though,  of  course,  with 
the  expenditure  of  greater  labour.  Other  discoveries  have  been  made 
relative  to  the  manuring,  drainage,  and  irrigation  of  the  land,  and  new 
plants  are  constantly  brought  under  and  improved  by  cultivation,  until 
at  length  the  agricultural  produce  of  England  is  estimated  at  seven  times 
the  amount  which  it  had  attained  five  centuries  ago.  In  every  branch 
of  human  induslarjr  the  same  progress  is  efiectually  taking  place.  That 
increased  knowledge  of  the  laws  which  govern  tiie  universe  which  is 
denominated  the  progress  of  science,  is  ever  pointing  out  some  new  method 
of  satisfying  our  wants  with  a  smaller  and  smaller  exertion  of  labour. 
The  discovery  of  Watt  enabled  us  to  utilise  the  expansive  force  of  steam, 
and  has  been  the  parent  of  a  host  of  discoveries,  by  which  this  force  has 
been  made  to  accomplish  an  amount  of  work  which  must  otherwise  have 
required  an  immense  Quantity  of  human  labour. 

The  discovery  of  the  effect  of  an  electric  current  on  a  magnetic  needle 
has  enabled  us  to  transmit  intelligence  with  a  rapidity  which  would  have 
appeared  incredible  to  any  one  who  lived  before  the  discovery  was  made. 
I  have  thought  it  necessary  to  insist  thus  strongly  on  this  point,  because 
Adam  Smith  and  other  writers  frequentiy  speak  of  some  countries  as 
being  in  a  stationary,  or  even  a  declining  state.  Whatever  foundation 
of  truth  there  may  be  for  such  a  belief,  I  contend  that  every  nation  is 
perpetuaUy  progressing  in  this  respect,  that  it  discovers  and  adopts  new 
methods  of  acquiring  wealth  by  less  labour.  The  progress  of  the  Bed 
Indians  is  so  slow  when  compared  with  our  own  that  we  naturally  epeak 
of  them  as  stationary,  but  I  cannot  doubt  that  the  weapons  and  oma^ 
ments  which  they  now  use  are  superior  to  those  which  their  ancestors 
used  thousands  of  years  ago.  Nor,  that  if  they  were  left  to  themselves, 
they  would  in  the  course  of  thousands  of  years  work  out  a  ci\ilisation  of 
their  own. 

Some  of  t}ie  tribes  already  practise  agriculture  to  a  slight  extent,  and 
would  gradually  improve  it  if  left  free  to  do  so,  but  the  experiment  will 
not  be  tried,  because  another  race  much  more  advanced  in  the  arts  and 
sdeooes  is  ^propriating  their  country  and  exterminating  them,  they 
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being  unable  suddenly  to  adapt  themflelves  to  a  new  mode  of  life. 
Progress  must  be  slow  in  an  early  stage  of  society,  but  there  is  no  ground 
at  all  for  the  theory  which  has  been  made  to  serve  as  an  excuse  for 
slavery  and  other  abominations,  that  some  races  are  incapable  of 
improvement.  Still  less  reason  is  there  for  applying  the  epithets  of 
stationary,  or  declining,  to  such  countries  as  Spain,  Holland,  or  China. 
Spain  does  not  occupy  so  important  a  position  in  the  political  world  as 
it  did  three  centuries  ago,  but  this  only  shows  that  it  has  not  moved  on 
so  rapidly  as  other  countries,  and  not  that  it  has  stood  stiU  or  gone  back 
when  compared  with  itself.  The  fact  that  railways  and  telegraphs  have 
been  introduced  into  it  during  the  present  century,  would  be  sufficient  in 
itself  to  show  that  the  country  is  making  progress,  and  it  cannot  be 
doubted  that  improvements  have  been  effected  in  every  branch  of  Spanish 
industry  during  the  last  three  centuries.  If  Holland  does  not  produce 
thinkers  of  such  reputation  as  Grotius,  Spinosa,  or  Yatel,  it  has  none  the 
less  made  or  adopted  discoveries  which  would  have  astonished  those 
philosophers.  Their  ships  are  now  propelled  by  steam,  in  cases  where 
the  fleets  of  De  Ruy  ter  would  have  been  unable  to  move,  and  they  have 
adopted  many  other  modes  of  using  steam  power  to  shorten  labour. 
Though  China  has  not  yet  adopted  the  use  of  railways,  it  has  received 
large  quantities  of  English  manufactured  goods,  in  exchange  for  its  tea 
and  silk,  and  as  it  would  not  have  continued  the  trade  unless  it  found  it 
profitable,  it  is  evident  that  the  increase  of  its  trade  with  Europe  has 
enabled  it  to  obtain  what  it  wanted  with  less  labour  than  before. 
Travellers  inform  us  that  there  is  a  considerable  Chinese  colom'sation 
now  going  on  both  on  the  northern  and  western  frontiers  of  the  empire, 
and  that  this,  of  course,  greatly  enriches  the  districts,  which  a  few  years 
ago  were  little  more  than  deserts,  which  proves  that  the  country  is 
advancing  in  an  economic  sense,  whatever  we  may  think  of  the  decrepitude 
of  the  Chinese  government. 

Pohticians  imagine  that  it  depends  chiefly  upon  them  whether  a  coimtry 
shall  advance  or  retrograde,  but  there  seems  to  be  no  sufficient  ground 
for  assigning  to  them  much  influence  either  one  way  or  the  other. 
Previously  to  the  18th  century  the  interference  of  Government  in 
industrial  operations  was  generally  regarded  as  favourable,  and  even 
necessary  to  their  efficient  management.  Quesney  and  Adam  Smith  have 
shown  the  erroneousness  of  this  view,  but  they  have  faflen  into  the 
opposite  error  of  exaggerating  the  evil  Effects  of  restriction  and  reguktion. 
When  they  wrote,  the  Governments  of  France  and  England  prohibited 
any  person  from  engaging  in  many  mechanical  trades  unless  he  had  been 
apprenticed  for  a  certain  length  of  time  to  a  master  of  that  trade.  They 
showed  that  these  restrictions  were  both  unnecessary  and  useless,  because 
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if  a  mechanic  did  nofc  know  his  bosineas  he  would  not  be  emplojed,  and 
no  length  of  apprenticeship  could  ensure  his  becoming  a  good  workman. 
Since  their  time  these  restrictions  have,  for  the  most  part,  been  swept 
away,  but  both  here  and  in  France  some  restrictions  are  still  retained  in 
regard  to  what  are  called  *'  the  professions."  Though  the  Government 
no  longer  thinks  it  necessary  to  enquire  whether  a  carpenter  or  a  mason 
has  learnt  his  trade  before  he  tries  to  hve  hj  it,  it  still  considers  itself 
bound  to  see  that  physicians  and  lawyers  have  acquired  some  knowledge 
of  medicine  and  law  before  it  will  allow  them  to  practise.  It  is  curious 
that  Say,  who  generally  approved  of  freedom  in  this  respect,  recommended 
the  State  to  subject  physicians  and  surgeons  to  an  examination,  on  the 
ground  that  mistakes  in  their  profession  were  dangerous.  The  objection 
to  all' such  regulations  is  that  they  are  useless,  and  the  injury  which 
would  result  froin  ineflSciency  cannot,  however  great  it  may  be,  furnish 
a  reason  for  adopting  useless  regulations. 

It  might  as  well  be  said  that  we  ought  not  to  nail  horseshoes  to  our 
doors  to  keep  oflf  witches  becauses  witches  do  not  exist,  but  that  we 
ought  to  nail  them  over  the  Bank  of  England,  because  there  is  an 
immense  treasure  stored  up  in  its  vaults.  A  Qovemment  examination 
win  not  induce  more  or  abler  men  to  enter  the  medical  profession,  and 
much  the  same  set  will  be  admitted  as  would  have  entered  it  if  there 
were  no  examination.  However  strict  it  may  be  it  can  furnish  no 
security  against  the  doctor's  forgetting  what  he  has  leamt,  and  if  it  be 
so  strict  as  to  diminish  the  number  of  practitioners  below  that  which  is 
required  by  the  public,  the  deficiency  will  be  made  up  by  unlicensed 
practitioners,  or  else  many  patients  t^iU  not  receive  any  medical 
attendance  at  all. 

Mr.  Matthew  Arnold,  after  saying  that  in  Germany  chemists  are 
required  to  pass  a  more  strict  examination  before  they  are  allowed  to  set 
up  in  business  than  is  thought  necessary  in  England,  triumphantly  asks 
if  the  reader  can  doubt  that  the  chemists  of  (Jennany  must  be  more 
capable  of  performing  their  duties  than  those  of  England.  I  may 
venture  to  answer  this  question  in  the  affirmative,  for  it  so  happens  that 
Dr.  Mayo,  who  was  sent  out  by  a  British  Society  to  attend  the  sick  and 
wounded  at  the  commencement  of  the  Franco-German  war  in  1870, 
requested  that  the  drugs  might  be  sent  out  from  England,  because  it  was 
well  known  that  they  were  better  and  cheaper  here  than  in  Germany. 
Numerous  restrictions  have  been  imposed  on  persons  entering  the  legal 
profession.  At  one  time  no  one  could  do  so  who  did  not  accept  the 
doctrines  of  the  Church  of  England,  at  the  present  time  women  are 
altogether  excluded,  and  no  man  can  be  admitted  without  eating  dinners, 
paying  fees,  and  giving  some  proof  that  he  has  studied  the  law.    All 
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Bach  resiaictiong  are  highly  objectionable.  The  exclafiion  of  Diflsenters 
and  women  ehuts  ont  personB  who  are  capable  of  doing  the  work  well, 
and  it  is  not  necessary  to  prescribe  a  certain  time  which  must  be  spent 
in  studying  law.  There  need  be  no  fear  that  persons  who  are  ignorant 
of  law  will  obtain  much  practice,  and  if  left  to  themselres,  lawyers  will 
be  sure  to  acquire  proper  instruction.  But  I  would  not  exaggerate  the 
evil  effects  of  these  regulations,  for  as  there  is  important  work  to  be  done, 
there  will  always  be  plenty  of  men  to  do  it,  and  no  marked  effect  on  the 
character  of  lawyers  could  be  expected  to  follow  on  the  removal  of  any 
restriction,  however  narrow.  I  can  only  say  that  aU  regulations  are 
either  superfluous  or  injurious. 
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CHAPTER'ta.—OAPITAL. 
DEFmrriOK  of  capital  distinghjished  from  money— machinbrt— 

COMMODITIES  AND  SEBVICB&— WORKHOUSE  AND  PRISON  LABOUR — 
FALLACY  OF  OTER-ACCUMULATION— FREEDOM  OF  INDUSTRY. 

In  order  that  kbonrers  maj  engage  in  any  oocapation  which  does  not 
supply  them  with  food  day  by  day^  it  is  necessary  that  a  stock  of  food 
shoold  be  provided  for  them,  either  by  themselves  or  by  some  one  else. 
This  stock  is  called  '' capital/'  and  the  person  who  provides  it  is  called 
a  capitalist. 

The  capitalist  who  provides  the  food  usually  provides  also  the  materials 
which  are  to  be  worked  up^  and  the  machines  which  are  to  be  employed. 
Conmion  language  regards  as  capital  all  the  materials  and  machines 
which  are  employed  in  any  undertaking  as  well  as  all  the  money  which 
is  spent  in  wages. 

Adam  Smith,  in  adopting  this  mode  of  exprefision,  divided  capital  into 
two  portions^  the  fixed  and  circulating.  Fixed  capital  is  that  which  the 
master  keeps  with  him,  of  which  he  gives  the  tailor's  needles  as  an 
illustration,  and  circulating  capital  is  that  which  he  transfers  to  others, 
that  is,  the  wages  which  he  pays  to  his  workmen.  Ricardo,  while 
retaining  these  terms,  gave  them  a  different  meaning,  and  used  them 
merely  to  denote  different  degrees  of  durability,  so  that  with  him  the 
tailor's  needle  is  circulating  capital,  because  it  soon  wears  out,  while 
a  ship  is  fixed  capital,  because  it  lasts  a  long  time. 

There  is  a  great  deal  of  obscurity  hanging  about  the  subject  of  capital, 
and  Mr.  Fawcett,  in  defining  it  as  that  portion  of  wealth  which  is 
devoted  to  the  production  of  future  wealth,  expresses  himself  dissatisfied 
with  his  own  definition,  and  merely  gives  it  as  one  with  which  the 
reader  must  be  content  until  the  subject  had  been  more  fiilly  elucidated. 
Mr.  Jevons  suggests  that  it  would  tend  greatly  to  simplifiy  matters  if  we 
confine  the  term  capital  to  the  food  and  necessaries  of  the  labourers. 
**  Capital,"  he  says,  '^  as  I  shall  treat  it,  consists  merely  in  the  aggregate 
of  ihose  eommodiiies  which  are  required  for  sustadning  lahowrers  of  every 
hind  or  class  engaged  in  worW^*  In  adopting  this  definition  I  shall 
regard  it  as  immaterial  whether  the  capital  is  actually  employed  in 

*  Theoiy  of  Political  Economy,  by  W.  Stanley  Jevons.  Uaomillan,  1871. 
Page  214. 
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sapporting  persons  engaged  in  producfcive  indostry,  or  persons  living  in 
idleness.  Thus,  the  industiy  of  a  country  is  limited  by  its  capital,  since 
there  cannot  be  more  persons  at  work  than  the  country  has  the  means  of 
supporting,  but  it  nowhere  reaches  this  limit,  for  in  every  country  there 
are  at  all  times  a  great  number  of  persons,  who,  for  various  reasons,  are 
not  doing  any  work  at  all.  By  this  definition,  Mr.  Jevons  restricts  the 
capitalist  to  the  sole  function  of  maintaining  labourers  until  their  work  has 
been  completed,  and  this  is  obviously  the  case  when  we  regard  them  as 
a  whole.  The  miller  buys  the  mill  and  the  com,  but  in  doing  so  he 
merely  obtains  the  result  of  labour  for  which  other  capitalists  provided 
the  means  of  performing,  by  supplying  the  maintenance  of  the  labourere. 
Regarding  industry  as  a  whole,  we  may  say  that  capitalists  only  enable 
labourers  to  live  until  then:  work  is  finished,  and  if  the  capital  of  the 
country  be  large  enough  to  give  them  time  to  make  a  machine  and  then 
perform  their  subsequent  operations  with  its  aid,  we  may  say  thafc 
capital  has  enabled  them  to  wait,  and  that  knowledge  has  enabled  them  to 
economise  labour. 

Food  is  the  only  thing  which  is  absolutely  necessary  at  all  times  and 
places,  and  in  most  countries  where  labourers  are  provided  with  it,  they 
or  their  families  can  make  and  repair  their  own  clothes  and  houses  when 
they  are  not  engaged  in  their  ordinary  work.  I  shall  therefore  use  the 
term  capital  to  denote  simply  food,  and  shall  follow  Mr.  Jevons  in 
altogether  rejecting  the  expression  "fixed  capital,"  and  in  saying  not 
that  a  railway  is  fixed  capital,  but  that  capital  has  been  raised  or 
invested  in  it. 

It  is  not  usual,  at  least  in  our  age  and  country,  for  a  capitalist  to 
retain  in  his  own  custody  the  store  of  food  with  which  his  labourers  are 
actually  fed.  It  is  more  convenient  to  both  parties  that  he  should  pay 
their  wages  in  money,  and  leave  them  to  buy  their  food  as  they  want  it. 
We  therefore  commonly  speak  of  a  person's  capital  as  consisting,  not  of 
so  much  food,  but  of  so  much  money.  This  unfortunately  produces 
much  confusion,  and  leads  many  persons  to  speak  and  write  as  if  coin 
possessed  the  property  of  being  able  to  feed  labourers.  Thus  M.  L^n 
de  Lavergne,  in  his  elaborate  and  valuable  work  on  the  Rural  Economy 
of  France,  complains  that  the  French  Revolution  retarded  the  progress  of 
agriculture,  by  causing  many  estates  to  be  sold  to  the  tenants,  and  thus 
inducing  the  latter  to  expend  on  the  purchase  of  the  fee-simple  much 
capital  which  would  have  been  better  employed  in  improving  their  farms. 
But  the  purchase  of  the  land  was  a  mere  transfer  of  coin,  and  could  in 
no  way  diminish  the  quantity  of  food  existing  in  France  and  available 
for  the  purpose  of  feeding  farm  labourers. 

It  is  not  very  likely  that  a  fanner  would  spend  so  much  on  the 
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pQudmse  of  big  holding  aa  materiallj  to  interfere  with  his  power  of 
pmdiaaing  stock  and  hiring  labonrersy  but  if  he  did  bo,  he  would  still  be 
able  to  borrow  what  he  wanted  by  means  of  a  mortgage,  for  which  he 
wonld  then  be  able  to  giye  ample  secority.  Almost  in  the  same  paaaage, 
M.  de  Lavergne  says,  that  the  reyolution  injured  agriculture  by  bring- 
ing so  many  estates  into  the  market  as  greatly  to  reduce  the  price  of  land. 
Here  again  capital  is  confounded  with  money.  It  is  true  that  a  piece  of 
land  which  has  been  improved  by  the  expenditure  of  much  capital  upon 
it  will,  other  things  being  equal,  sell  for  more  than  another  piece  which 
has  not  been  so  improved,  and  lowness  of  price  may  be  taken  as  some 
pxoof  of  a  sniBill  outlay  of  capital  upon  land.  But  the  argument 
att<^ether  fails  when  the  M  of  price  is  occasioned  by  a  glut  of  the 
market,  or  by  a  feeling  of  insecurity  restraining  men  from  purohasing 
estates  which  have  been  confiscated  for  fear  lest  they  should  be 
confiscated  again.  Those  who  bought  the  estates  of  the  French  dergy 
or  nobles  at  a  low  price  were  not  thereby  discouraged  from  laying  out 
capital  in  improving  them,  and  those  estates  which  the  Qovemment  was 
unable  to  dispose  of  were  not  left  uncultivated,  but  were  doubtless  im- 
proved, either  at  the  expense  of  the  Government  or  by  the  tenants  who 
caUavated  them. 

Every  reader  of  Bicardo  must  have  been  startled  by  his  condemnation 
of  probate  and  legacy  duties,  on  the  ground  that  they  &I1  wholly  on 
capital,  and  consequently  dimiuiBh  the  capital  of  the  country.  In  point 
of  &ci,  coital  is  precisely  what  the  State  must  and  will  have,  and  what 
it  obtains  by  taxes  of  every  kind.  Either  it  employs  capital  in  maintaining 
labourers  engaged  in  the  construction  of  public  buildings,  or  in  the 
manu&ctuzo  of  uniforms  or  of  other  articles  which  the  State  requires. 
While  the  revenue  remains  the  same,  there  is  the  same  consumption  of 
capital,  and  as  fiur  as  this  goes  it  does  not  matter  to  the  people  in  what 
way  the  State  obtains  it.  It  is  desirable  that  the  taxes  should  be  levied 
in  the  manner  most  convenient  to  those  who  have  to  pay  them,  and 
Bicardo  admits  that  legacy  and  probate  duties  are  easily  collected,  and 
they  are  certainly  imposed  at  a  time  when  it  is  most  easy  to  pay  them. 
Bicardo  contended  that  if  apel^n  received  a  legacy  of  a  thousand  pounds, 
out  of  which  he  had  to  pay  a  hundred  to  the  Government,  he  would 
o(wd&r  the  legaSy  as  one  of  £900,  and  would  not  try  to  save  up  money 
to  repair  the  breach  made  in  the  principal.  This  may  be  true,  if  the 
legatee  is  not  engaged  in  industry,  but  it  is  not  by  the  savings  of  such 
poBons  that  the  national  capital  is  or  can  be  increased.  This  increase 
can  only  result  from  the  extension  of  agriculture  to  soils  previously 
untilled,  or  firom  improvements  in  the  mode  of  cultivation,  and  neither 
of  these  processes  can  be  prevented^  or  even  much  retarded,  by  the  course 
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pursued  hj  the  Govemment  or  the  non-industrial  classes  in  the  dispoBal 
of  their  revenues.  One  of  the  objections  made  to  the  imposition  of  an 
income  tax  in  India  is,  the  natives  pay  it  out  of  capital  and  not  out  of 
income,  which  is  supposed  to  be  very  injurious  to  the  country.  But  on 
the  principle  just  explained  the  Indian  Government  must  procure  capital, 
and  if  it  consumes  it  unproductivelj,  it  inflicts  the  same  loss  on  the 
country  in  whatever  way  it  obtains  its  revenue.  In  saying  this,  I  do 
not  wish  to  express  an  dpinion  on  that  vexed  question  of  Indian  politics, 
whether  the  income  tax  is,  on  the  whole,  a  proper  mode  of  obtaining  the 
revenue. 

In  the  north-west  provinces,  and  probably  in  other  parts  of  India^  the 
collection  of  the  tax  gives  occasion  to  much  extortion  and  oppression  on 
the  part  of  the  native  officials ;  if  it  appears  to  Indian  statesmen  that 
these  malpractices  are  encouraged  by  an  income  tax  more  than  by  any 
other  taxes,  or  if  from  some  other  cause  it  is  more  unpopular,  these  would 
be  sufficient  reasons  for  resorting  to  some  other  impost,  and  the  question 
is  one  which  can  only  be  decided  by  statesmen.  The  importation  of 
capital  is  only  an  advantage  to  a  countiy  when  it  is  employed  in  produotag 
gome  useful  commodity,  but  some  persons  seem  to  suppose  that  a  country 
is  always  enriched  when  its  Govemment  contracts  a  foreign  loan.  Thus, 
when  in  November,  1871,  the  Spanish  Govemment  announced  its 
intention  of  taxing  the  dividends  on  its  external  debt,  the  opinion  was 
expressed  in  commercial  circles,  that  by  this  act  of  repudiation  the 
Govemment  would  deter  foreigners  from  investing  their  capital  in  Spain, 
and  so  prevent  the  country  from  making  progress.  This  opinion  was  most 
erroneous,  for  in  the  first  place,  Spanish  fanners  would  continue  to  improve 
their  lands  even  if  nothing  were  imported  from  abroad ;  in  the  second 
place,  the  repudiation  would  not  deter  foreigners  from  employing  their 
capital  in  producing  machines  for  use  in  Spanish  mines  and  railways ; 
and  in  the  third  place,  the  Govemment  employed  the  capital  which  the 
loan  enabled  it  to  procure  in  a  foolish  attempt  to  suppress  the  insurrection 
in  Cuba,  in  which  no  tme  friend  of  Spain  could  wish  it  to  succeed. 

The  definition  of  capital  given  above,  will  throw  some  light  on  the 
much  disputed  question  of  the  comparative  advantages  of  farming  on  a 
large  scale.  Those  who  find  fault  with  the  French  system  of  agriculture 
complain,  on  the  one  hand,  that  too  little  capital  is  expehded  on  the  land, 
and  on  the  other,  that  too  many  people  are  employed  upon  it.  The 
difference  is  really  one  of  form,  and  not  of  substance,  for  if  a  large  farmer 
employs  fewer  men  on  the  same  extent  of  ground,  the  food  whidi  he 
raises  is  employed  in  maintaining  the  labourers  who  make  his  steam 
ploughs  and  other  machines,  who  provide  his  manure,  and  other  things 
whidi  he  requires.    They  are  not  employed  actually  on  the  land,  but 
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ihey  are  none  the  less  oo-operating  to  the  general  resolt,  the  production 
of  the  harreBt,  and  the  question  between  large  and  small  farms  is 
ledaced  to  this :  can  the  same  capital  produce  a  larger  crop  when  it 
maintainB  a  number  of  labourers  all  directly  employed  on  the  land,  or 
when  some  of  them  are  employed  in  various  mechanical  trades,  others 
tending  horses,  and  others  in  the  actual  work  of  tillage  ?  The  answer 
to  this  question  can  only  be  famished  by  experience,  which  will  soon 
decide  it  in  each  particidar  case,  since  those  persons  who  employ  their 
coital  most  judiciously  will  be  able  to  undersell  the  others  or  to  make 
higher  profits,  and  the  better  system  will  gradually  supplant  the  worse. 
Applying  this  test  to  France,  we  find  that  in  some  departments  the  small 
iumers  are  able  to  hold  their  ground,  in  others  they  are  gaining,  and 
in  others  loosing  ground. 

There  seems  to  be  no  decided  tendency  towards  the  extinction  of 
either  system,  the  **  Grande  "  or  the  *'  Petite  Culture,"  in  the  whole  of 
France,  and  it  would  seem  that  each  has  its  advantages  which  make  it 
saooeed  better  with  a  certam  kind  of  product,  the  former  being  better 
suited  for  com  and  grazing  land,  and  the  latter  for  the  production  of  the 
vine  and  oBve.  It  is  not  the  object  of  Political  Economy  to  teach  farmers 
what  is  the  best  size  for  their  farms.  All  that  I  desire  here  to  point  out 
IB,  that  the  capital  of  a  country  is  just  as  useful  whether  it  be  owned  in 
large  or  small  masses,  and  that  it  comes  to  the  same  thing,  whether  the 
labourers  buy  their  food  with  money  which  they  have  saved,  or  with 
wages  which  they  receive  weekly.  This  very  obvious  consideration 
was  entirely  overlooked  by  Wakefield.  He  was  incapable  of  conceiving 
that  a  system  which  prevailed  in  England  could  be  anything  but  the 
most  perfect  in  the  world,  and  as  he  found  that  in  this  country  it  was 
lunal  for  farmers  to  own  a  large  capital  and  employ  a  large  number  of 
Ux>urer8,  he  wished  to  introduce  the  same  system  into  Australia  and 
New  Zealand.  For  this  purpose  he  advised  the  English  Government  to 
duffge  a  high  price  for  land  in  the  colonies,  and  to  spend  the  money  so 
obtained  in  sending  out  labourers  from  England.  In  this  way  he  hoped 
to  induce  ridi  capitalists  to  emigrate,  and  then  to  supply  them  with 
labourers.  Had  he  understood  what  capital  was,  he  would  have  seen 
that  South  Australia  would  have  been  quite  as  well  supplied  with  it,  if 
it  had  offered  an  attraction  to  small  farmers  uniting  in  their  own 
persons  the  fimctions  of  capitalist  and  labourer.  By  makmg  land  cheap 
tlie  Government  of  the  United  States  offers  great  inducements  to  this 
dasB  of  persons  to  settle  in  its  territories,  and  labour  and  capital  flow 
into  them  of  their  own  accord  and  in  great  abundance. 

Tie  introduction  of  a  new  process,  whether  it  involves  the  constraction 
of  a  machine,  or  whether  it  is  simply  a  better  method  of  using  the  same 
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tools,  ifi  always  a  benefit  to  the  commamty,  because  it  enables  the  same 
quantity  of  labour  to  produce  more  commodities,  and  thus  enables  every 
one  who  consumes  the  particular  commodity,  whose  production  has  been 
improved,  to  obtain  it  with  less  labour.  But,  unfortunately,  the  change 
necessitates  more  or  less  suflFering  among  those  who  are  already  engaged 
in  producing  the  article  on  the  old  plan,  for  it  frequently  happens  tiiat 
many  of  them  are  unable  to  find  another  employment  which  is  so  well 
suited  to  them,  or  even  any  employment  at  all,  and  the  very  fact  that  the 
new  process  effects  a  saving  of  labour,  causes  many  of  them  to  be  turned 
off.  Hence  there  has  arisen  a  belief,  which  is  widely  spread  amongst  the 
working  classes,  that  it  is  contrary  to  their  interests  that  machines  or 
other  improvements  should  be  introduced.  Riots  were  at  one  time 
common  in  the  North  of  England,  which  had  the  destruction  of  machinery 
for  their  object,  and  when  Babbage  wrote  forty  years  ago,  the  working 
classes  in  the  Bhenish  provinces  displayed  an  hostility  to  its  introduction 
which  greatly  militated  against  the  growth  of  manufactures  in  that 
district.  At  thl3  present  day,  though  we  no  longer  hear  of  riots  with 
such  an  object,  the  rules  of  some  of  our  trades'  unions  are  evidently 
designed  to  obtain  a  similar  end.  Some  stonemasons'  unions,  for 
instance,  insist  that  the  stone  shaU  not  be  cut  at  the  quarry,  but  at  the 
building  where  it  is  to  be  used.  The  reason  is  that  stone  is  softer  when 
fresh  frx)m  the  quarry,  and  that  if  it  is  cut  there  into  the  shape  required, 
fewer  ifien  would  be  employed  to  do  it  than  if  it  is  allowed  to  harden  by 
exposure  to  the  atmosphere  before  it  is  cut.  The  framers  of  the  rule 
suppose  that  it  *'  makes  more  work,"  or  causes  more  men  to  be  employed, 
but  in  reality  it  only  causes  more  to  be  employed  in  stone  cutting,  and 
thus  raises  the  cost  of  stone  buildings,  and  thereby  inflicts  an  injury  upon 
aU  who  use  them.  It  in  no  way  increases  the  stock  of  food  in  the 
country,  and  therefore  cannot  cause  more  labourers  to  be  maintained  ;  it 
simply  determines  that  some  labourers  shall  be  employed  in  this  particular 
way,  and  inflicts  an  injury  on  the  whole  body  so  far  as  they  are  in  the 
habit  of  using  stone  houses.  It  would  be  hard  to  censure  severely  men 
who  are  endeavouring  to  retain  the  employment  for  which  alone  their 
habits  have  fitted  them,  and  who  sacrifice  the  convenience  of  others  for 
what  is  to  them  a  matter  of  life  and  death,  but  there  is  no  excuse  for  a 
permanent  rule  against  the  introduction  of  a  new  process  by  degrees  as 
fresh  hands  enter  the  trade,  and  it  is  impossible  to][insist  too  strongly 
that  what  nien  want  is  not  work  but  wages,  and  that  no  such  rule  as  that 
here  under  discu^on  can  possibly  increase  the  quantity  of  food  or 
clothing  to  be  distributed  among  the  labourers.  The  contradiction  between 
the  views  which  are  popularly  held  on  this  subject  can  hardly  be  better 
expressed  than  they  have  been  in  *^  Tristram  Shandy,"  where,  in  a  conversa- 
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tion  lespectiBg  the  merits  of  a  flyin^*carriage>  which  can  be  worked  by 
UiB  wind  alone.  Dr.  Slop  sayB,  **  It  would  be  excellent  good  husbandly  to 
make  use  of  the  winds,  which  oost  nothing,  and  which  eat  nothing,  rather 
dun  horses,  which  (the  devil  take  'em)  both  oost  and  eat  a  great  deal." 
"For  that  very  reason  "  (rephed  my  father)  '*  because  they  oost  nothing, 
and  becaose  they  eat  nothing,  the  scheme  is  bad ;  it  is  the  consumption 
of  oar  products,  as  well  as  the  manufiEU^ture  of  them,  which  gives  bread 
to  the  hmigry,  circulates  trade,  brings  in  money,  and  supports  the  value 
of  our  lands  ;  and  though  I  own  if  I  was  a  prince,  I  would  generously 
reoompense  the  scientific  head  which  brought  forth  such  contrivances, 
7et  I  would  as  peremptorily  suppress  the  use  of  them/' 

Though  no  one  would  now  push  the  argument  to  such  a  ludicrous 
oondusion,  there  are  many  poisons  who  suppose  that  the  introduction  of 
maohin^  inflicts  a  temporary  injury  on  the  labouring  class,  and  they 
have  found  an  ally  where  they  cotdd  have  least  expected  one,  in  Eicardo, 
who,  in  his  chapter  on  madiinery,  contends  that  its  iutrodnction  may 
caose  much  circulating  capital  to  be  fixed  in  a  form  in  which  it  cannot 
be  used  for  the  maintenance  of  labourers,  and  thus  cause  a  diminution  of 
the  fond  which  supports  them.  In  other  words,  he  supposes  that  the 
qoantity  of  food  in  the  country  may  be  diminished  by  the  employment  of 
some  labourers  in  the  production  of  machines.  Now  it  is  evident  that 
the  quantity  of  food  cannot  be  diminished  unless  some  land  is  allowed  to 
go  out  of  cnltivation,  and  cannot  be  effected  by  the  use  of  machines  in 
SQy  other  branch  of  industry  than  agriculture.  Ricardo  accordingly  puts 
the  case  of  a  &rmer  who  employs  some  of  his  men  in  making  a  machine 
instead  of  cultivating  the  ground,  and  says  that  he  may  do  so  because  he 
may  receive  the  same  net  profit,  in  which  ever  way  he  employs  his  capital 
But  the  sole  object  of  introducing  machines  into  agriculture  is  to  increase 
the  yield,  and  it  is  quite  impossible  that  land  should  be  aUowed  to  be 
ontUled  while  labourers  are  making  a  steam  plough.  In  Ricardo's  case 
it  would  be  apparent  to  the  neighbours  that  some  of  the  farmer's  land 
was  uncultivated,  and  that  the  town  which  he  supplied  would  be  deprived 
of  part  of  its  daily  food,  and  this  would  be  sufficient  to  induce  some  other 
c^italist  to  set  up  as  a  farmer,  and  supply  the  deficiency.  Thus  the 
Bimple  result  would  be  that  a  fanner  had  turned  machine  maker,  and 
some  one  else,  perhaps  a  machine  maker,  had  turned  farmer.  Bicardo,  as 
usoal,  was  content  with  a  hypothetical  case,  but  later  writers  have 
refened  to  the  case  of  Ireland  as  an  actual  illustration  of  the  truth  of  his 
argument.  Thus  Senior  contends  that  the  labourers  of  Ireland  have  been 
actoaUy  injured  by  the  conversion  of  arable  land  into  pasture,  because 
the  horses  and  cattle,  which  he  calls  animated  machines,  consume  the 
food  which  would  otherwise  be  used  by  men.    Because  fewer  men  are 
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employ'ed  in  proportion  to  the  extent  of  ground  when  it  is  nsed  as  pasture 
than  when  under  tillage,  Senior  Bupposes  that  fewer  men  are  employed  in 
the  oountry  when  the  former  system  has  been  substituted  for  the  latter. 
This  by  no  means  follows,  for  more  land  may  be  occupied,  and  less  left 
waste.  If  a  &rmer  dismisses  some  of  his  men  and  employs  a  smaller 
number,  some  one  else  is  able  to  employ  more,  and  as  the  men  are  still  in 
want  of  employment,  they  will  in  some  way  or  other  meet  with  that  other 
capitalist.  If  an  Irish  farmer  had  been  in  the  habit  of  supplying  a  town 
with  com,  and  now  finds  it  profitable  to  rear  horses  and  cattle,  it  can 
only  be  because  the  town  has  found  some  one  else  who  can  supply  it  with 
com,  and  the  same  number  of  people  are  able  to  obtain  food  It  is  tme 
that  the  population  of  Ireland  is  diminishing,  but  this  cannot  be 
attributed  to  any  lack  of  food  in  the  country,  for  it  still  exports  both 
com  and  cattle  to  England,  It  must  be  ascribed  to  the  cause,  whatever 
it  may  be,  which  renders  it  more  profitable  to  carry  on  manu&ctures  in 
England  than  in  Ireland,  and  it  does  not  matter  to  any  Irish  labourer 
whether  English  manufactures  are  paid  for  with  com  or  with  cattle.  As 
the  population  of  England  is  increasing,  though  the  same  process  of 
conversion  of  arable  land  into  pasture  is  going  on  in  this  country,  it  is 
clear  that  the  diminution  of  the  population  of  Ireland  cannot  be  ascribed 
to  this  process,  which  simply  .shows  it  is  more  profitable  to  rear  cattle  at 
home  and  import  com  fix)m  abroad.  It  is  the  reverse  of  the  trath  to  say 
that  the  investment  of  capital  in  undertakings  which  require  a  long  time 
to  produce  their  effects,  is  injurious  to  the  working  classes.  During  the 
period  1847-50  a  great  deal  of  English  capital  was  employed  in  the 
constmction  of  railways,  the  shares  of  which  had  been  taken  up  in  a  time 
of  speculation,  and  which  the  shareholders  were  compelled,  much  against 
their  will,  to  complete.  But  Mr.  Newmarch,  in  his  admirable  account  of 
the  development  of  railway  enterprise,*  has  shown  that  the  suffering  feU, 
not  on  the  labourers,  but  on  the  upper  and  middle  classes,  as  is  evinced 
by  the  great  falling  off  in  the  receipts  from  the  taxes  on  luxuries.  The 
population  increased,  and  the  navvies,  etc.,  received  good  wages,  but 
they  were  employed  in  making  railways,  instead  of  producing  luxuries, 
the  consumers  of  which  suffered  accordingly.  I  am  thus  brought  to  the 
conclusion  that  labourers,  as  a  body,  cannot  be  ignored  by  the  introduc- 
tion of  machinery.  They  cannot  be  effected  by  its  introduction  into  any 
other  employment  than  agriculture,  and  an  agricultural  improvement 
which  diminishes  the  crop  is  a  contradiction  in  terms,  and  as  long  as 
there  is  the  same  quantity  of  food  in  the  countiy,  the  same  number  of 
labourers  can  finil  employment.    I  repeat,  however,  that  every  change 

^  See  the  5t]i  vol.  of  the  "  History  of  Prices,"  by  Tooke  and  Kewmarch. 
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may  injure  moie  or  leas  t;he  persons  already  engaged  in  a  particular 
trade,  and  it  would  be  harsh  to  blame  them  severely  if  they  endeavour  to 
prevent  themselves  from  being  ruined^  but  as  all  improvements  are 
beneficial  to  the  whole  community^  the  Oovemment  is  bound  to  prevent 
all  acts  of  violence  against  those  who  introduce  a  new  process. 

The  same  reasoning  leads  me  to  deny  the  truth  of  the  theory  which 
has  be^i  expressed  in  the  formula  that  ^'a  demand  for  commodities  is  not 
a  demand  for  labour."  Against  the  use  of  this  latter  expression 
''demand  for  labour/'  I  must  enter  a  protest^  which  I  am  glad  to  be 
able  to  fortify  by  a  quotation  &om  the  thinker  whose  views  it  is  the 
object  of  the  present  chapter  to  explain  and  illustrate. 

*'  Although  labour  is  the  starting  point  in  production,  and  the  interest 
of  the  labourers  the  very  object  of  the  scienoe,  yet  Economists  do  not 
progress  fsur  before  they  suddenly  turn  round  and  treat  labour  as 
a  commodity  which  is  bought  up  by  d^itaUsts."  * 

It  is  most  inconvenient  to  speak  of  labour  being  in  demand  as  if 
anybody  wanted  work,  and  as  if  it  were  not  so  distasteful  that  no  one 
would  perform  it  except  to  obtain  some  commodity,  or,  at  least,  some 
gratification.  After  speaking  of  a  demand  for  labour.  Economists  come 
to  speak  of  its  being  scarce  and  dear,  and  then  to  consider  its  scarcity  as 
an  evil  of  the  same  kind  as  a  scarcity  of  com  or  cotton,  while  if  it 
means  anything,  it  can  only  mean  that  all  persons  who  wish  to  earn 
wages  can  do  so.  The  formula  here  under  discussion  means  that 
a  person  who  spends  his  money  in  the  purchase  of  commodities  only 
determines  the  mode  in  which  labourers  shall  be  employed,  but  that  if  he 
spends  it  in  hiring  servants,  these  form  an  addition  to  the  total  number 
of  persons  in  the  receipt  of  wages.  MiU  (followed  as  usual  by  Mr. 
Fawcett)  mamtains  the  truth  of  this  proposition,  but  it  has  been  much 
disputed,  though  its  opponents  have  hardly  comprehended  its  meaning. 
They  consider  it  sufficient  refutation  to  say  that  a  person  who  purchases 
velvet  causes  labourers  to  be  employed  in  making  it,  but  this  Mill  does 
not  deny ;  but  he  contends  that  if  a  person  who  has  been  accustomed  to 
purchase  velvet  changes  his  habits,  and  spends  an  equal  sum  in  the 
wages  of  servants,  all  the  velvet  makers  will  be  able  to  live  by  the  same 
or  some  other  employment,  and  that  the  servants  will  be  employed  in 
addition,  and  must  have  been  previously  unemployed. 

In  order  to  obtain  a  dear  view  of  the  subject  I  will  take  an  illustration 
of  my  own,  in  preference  to  following  out  the  cases  which  are  put  by 
Mill.  Mr.  Garlyle  tells  us  that  Count  Bruhl,  a  Prime  Minister  of  Saxony 
at  the  time  of  the  Seven  Years'  War,  was  in  the  habit  of  buying  a  new 

♦  Jevon'B  Theory  of  Politioal  Economy,  p.  266. 
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suit  of  clothes  every  day.  I  will  examine  the  effects  which  would  hare 
been  produced  by  a  change  in  his  habits,  and,  to  sunplify  mattersy  I  will 
suppose  Saxony  to  have  no  interconrse  with  foreign  countries.  Ooimt 
Bruhl,  I  will  suppose^  expends  as  much  on  his  dothes  as  is  equal  to  the 
wages  of  twenty  men,  and  some  one  persuades  him  that  it  would  be  better 
to  spend  it  in  engaging  twenty  pages  to  follow  him  wherever  he  goes.  I 
will  first  suppose  that  there  are  no  persons  in  the  country  who  are  capable 
of  labouring  and  yet  unemployed^  and  it  is  evident  that  in  this  case  the 
count  can  only  obtain  his  pages  by  taking  those  who  are  dismissed  by 
the  clothiers :  by  which  term  I  would  designate  all  those  who  perform 
the  various  processes  of  procuring  the  wool,  weaving  the  doth,  and 
making  the  clothes.  In  this  case,  then,  the  same  number  of  labourers  is 
employed  in  ministering  to  Count  Bruhl's  wants,  and  nothing  is  altered 
except  the  mode  in  which  he  employs  them.  But  if  we  take  the  more 
probable  case,  in  which  there  are  some  persons  previously  unemployed, 
then  I  hold  that  the  change  may  or  may  not  have  the  effect  of  cansiDg 
more  to  be  employed.  Count  Bruhl  may  take  for  his  pages  twenty  men 
who  were  previously  doing  nothing,  and  were  supporj^  by  their  friends. 
The  clothiers  may  still  employ  their  twenty  men  in^maldng  dothes  for 
these  friends,  who  are  now  relieved  from  the  burthen  of  supporting  the 
pages,  and  these  latter  will  be  earning  a  living,  and  there  will  be  fewer 
persons  maintained  in  idleness.  Mill  argues  that  this  mtiui  be  the  case, 
because  when  Count  Bruhl's  demand  for  clothes  ceased,  there  was  still  the 
same  capital  in  the  country,  and  it  would  be  sure  to  find  employment  either 
in  the  clothiers  or  in  some  other  trade.  Capital,  in  the  sense  in  wbkh  I 
use  it,  is  employed  in  maintaining  the  pages,  but  Mill  (as  I  understand 
him)  supposes  that  there  must  always  be  the  same  amount  of  capital 
employed  by  capitalists  for  the  purpose  of  obtaining  a  profit.  But  it  is  a 
familiar  fact  that  industry  is  subject  to  constant  fluctuations,  and  such 
expressions  as  **  trade  is  brisk,*'  and  'Hrade  is  dull,''  imply  that  at  some 
times  a  greater  number  of  persons  are  employed  in  industry,  and  that  at 
others  a  greater  number  are  maintained  by  some  form  or  other  of  charity, 
although  in  both  cases  there  is  the  same  quantity  of  food  and  the  same 
population.  It  is  well  known  that  activity  in  the  manufacturing  districts 
is  accompanied  by  a  diminution  in  the  number  of  able-bodied  paupaia^ 
and  when  this  takes  place  there  is  no  increase  either  in  the  quantity  of 
food  or  in  the  population,  but  the  people  are  maintained  in  a  different 
way.  It  might  veiy  well  happen  that  Count  Bruhl  should  take  for  his 
pages  some  men  who  were  already  employed,  and  that  their  places  should 
be  filled  by  the  clothiers'  workmen,  and  the  same  persons  remain  out  of 
employment  who  had  been  so  previous  to  the  change.  On  the  other 
hand,  if  the  case  be  reversed,  either  result  might  follow.    If  Count  Bruhl 
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diflmused  his  'pageB,  and  ordered  dothea,  the  clothiers  might  take  on 
twenfy  peraons  preyioiisly  unemployed^  and  the  pages  might  not  iBnd  their 
Mends  willing  to  support  them^  but  might  be  obliged  to  work  in 
sappljing  the  wants  of  those  who  are  relieved  from  the  burden  of 
sapp(nting  the  dothiers'  workmen.  It  might  eqnally  hi^pen  that  the 
pages  should  be  able  to  live  in  idleness,  but  Count  Bruhl  has  no  power 
of  determining  which  of  these  consequences  shall  ensue.  There  is  a 
certain  quantity  of  food  in  Saxony  which  is  sufficient  to  maintain  a 
certain  population  ;  Count  Bruhl  has  a  sum  of  money  which  enables  him 
to  procure  enough  to  sustain  twenty  labourers^  and  he  can  decide  in  what 
way  they  shall  serve  him  in  return  for  it,  but  he  cannot  determine  that 
any  greater  number  than  twenty  should  be  employed.  Mill  argues  that  a 
man  who  pays  wages  to  domestic  servants  confers  as  much  benefit  oa  the 
labouring  class  as  if  he  gires  away  the  money  without  exacting  any 
servioe  in  return.  But  surely  this  is  not  the  case.  If  Count  Bruhl, 
when  he  ceased  to  order  clothes,  had  distributed  the  money  which  he 
formerly  spent  on  tixem  am<mg  the  clothiers'  men,  he  would  enable  them 
to  obtain  iheir  wages  as  usual,  and  also  to  buy  the  clothes  which  they 
produced,  but  if  the  count  requires  them  to  perform  a  service  which, 
however  lights  is  incompatible  with  working  at  their  trade,  they  must 
lose  what  they  formerly  earned,  and  receive  his  money  alone.  Fewer 
commodities  will  be  produced,  but  this  will  make  no  difference  to  any  one, 
except  the  count,  who  prefers  to  enjoy  the  pleasure  afforded  by  a  large 
retinue  to  that  of  a  constant  change  of  dress.  In  the  16  th  century 
Englifidi  nobles  gave  up  the  practice  of  keeping  a  large  body  of  retainers, 
and  expended  their  revenues  in  the  purchase  of  luxuries,  and  this  fact 
has  been  adduced  to  explain  the  distress  which  was  so  much  complained 
of  at  that  period.  The  change  was  not  so  sudden  as  to  produce  any 
great  amount  of  distress  by  merely  forcing  people  to  find  another 
employment ;  and  if  the  foregoing  reasoning  be  correct,  it  can  in  no 
way  hAve  diminished  the  fimd  for  the  maintenance  of  labourers.  When 
the  nobles  received  their  rents  in  kind,  they  were  able  to  maintain  a  large 
number  of  persons  in  their  own  houses,  but  when  they  received  them  in 
money,  thdr  tenants  did  not  produce  less  com,  but  sold  it  to  various 
persons,  who  found  employment  in  producing  luxuries  for  the  nobles. 
As  a  final  argument  in  support  of  his  opinion.  Mill  says — ''There 
cannot  be  a  better  rechicHo  ad  ahatirdum  of  the  opposite  doctrine 
than  that  afforded  by  the  Poor  Law.  If  it  be  equally  for  the  benefit 
of  the  labouring  classes  whether  I  consume  my  means  in  the  form 
of  things  purchased  for  my  own  use,  or  set  aside  a  portion  in  the  shi^ 
of  wages  or  alms  for  their  direct  consumption,  on  what  ground  can  the 
policy  be  justified  of  taking  my  money  from  me  to  support  paupers, 
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siace  my  improdactiye  expenditure  would  have  equally  benefited  them, 
while  I  should  have  enjoyed  it  too  ?  If  society  can  both  eat  its  cake  and 
have  ity  why  should  it  not  be  allowed  the  double  indulgence  ?"* 

If  it  were  a  question  between  science  and  the  Poor  Law^  I  should  not 
hesitate  to  condemn  the  latter,  but  is  it  correct  to  say  that  the  Poor  Law 
takes  money  which  would  have  been  spent  on  luxuries,  and  employs  it  in 
maintaining  paupers  ?  A  large  number  of  paupers  are  children^  aged 
persons,  or  those  suffering  from  some  disease  or  infirmity,  and  it  is 
probable  that  if  there  were  no  Poor  Law  these  would  be  supported  by 
their  families,  or  by  some  form  or  other  of  charity ;  but  the  English 
Government,  whether  wisely  or  unwisely,  thinks  it  better  that  the  burden 
should  be  borne  by  the  charitable  and  the  uncharitable  alike.  To  some 
extent  the  same  is  true  of  the  able-bodied,  who,  whether  they  are 
unwiUing  to  work,  or  unable  to  find  employment,  would  probably  find 
some  way  of  inducing  others  to  support  them.  So  &r  as  the  law  prevents 
people  from  spending  money  in  the  purchase  of  commodities  it  is 
objectionable,  for  it  thereby  diminishes  the  chance  which  this  class  have 
of  finding  employment ;  but  I  do  not  think  that  much  harm  is  done  in 
this  way,  for  those  who  have  the  management  of  workhouses  endeavoar, 
as  far  as  they  can,  to  turn  off  those  who  can  get  employment  elsewhere, 
and  as  I  have  just  said,  activity  in  the  manu&cturing  districts  is  followed 
by  a  diminution  of  pauperism. 

The  confusion  of  ideas  prevailing  on  this  subject  is  shown  by  the 
objections  which  are  raised  against  the  employment  of  paupers  and 
convicts  in  useful  labour.  It  is  said  that  they  ought  not  to  compete  with 
free  or  honest  labour,  as  if  the  working  classes  wanted  work,  and  not 
wages.  If  the  nation  has  decided  to  employ  a  certain  portion  of  its 
capital  in  maintaining  paupers,  then  any  useM  work  which  it  can  obtain 
from  them  is  a  clear  gain,  and  all  possible  means  ought  to  be  taken  to 
procure  it.  The  working  classes  outside  the  unions  would  be  in  no  way 
injured,  for  there  would  be  the  same  amount  of  capital  to  support  them, 
and  as  the  rates  would  be  lowered,  the  ratepayers  would  have  more  money 
to  spend  on  other  things,  the  production  of  which  would  require  the 
labour  of  the  same  number  as  were  formerly  employed  in  producing 
things  now  made  by  the  paupers.  There  are,  no  doubt,  great  difficulties 
in  the  way  of  introducing  a  system  by  which  paupers  should  do  much 
useful  work.  The  inmates  of  our  workhouses  are  not  those  whom  an 
ordinary  employer  would  select,  and  it  must  be  very  difficult  to  conduct 
successfully  any  business  where  the  number  of  hands  employed  is 
determined,  not  by  the  state  of  the  market,  nor  the  orders  received,  but 

*  Political  Bconomy.    Book  L,  ohap.  5,  seo.  9. 
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by  the  nmnber  of  persoDB  asking  for  employment.    It  is  not  strange  that 

the  aathorities  of  oar  workhouses  should  not  have  found  any 'other 

empkyment  than  stone-breaking  and  oakum-picking,  but  it  is  much  to 

be  desbed  that  some  greater  yariet j  of  choice  should  be  afforded  to  the 

paupers.    At  present  the  ratepayers  derive  no  benefit  from  the  former  of 

these  occupations ;  for,  startling  as  it  may  sound,  the  blocks  of  stone 

which  are  brought  over  from  Ouemsey  to  be  broken  up  by  the  London 

paopen,  cost  more  than  would  suffice  to  pay  for  breaking  them  in 

Goernsey,  and  bringing  them  to  London  in  a  state  fit  to  be  used  in  paving 

the  roads.    This  extraordinary  fact  I  give  on  the  authority  of  Mr.  E.  W. 

Hoflond,^  who  adduces  it  to  support  his  argument  in  &vour  of  such  a 

better  system  of  employing  our  paupers  as  I  have  just  been  advocating. 

The  case  is  still  stronger  in  favour  of  employing  convicts  in  as  useful 

labour  as  possible,  and  I  regret  to  find  Mr.  Odger  among  those  who 

object  to  their  being  allowed  to  "undersell  honest  labour."    On  every 

ground  it  is  desirable  that  convicts  should  do  so  much  work  as  will  pay 

for  the  maintenance  of  the  prisons  in  which  they  are  confined.    It  is 

iiHist  unreasonable  that  the  community  should  have  to  pay  for  the 

maintenance  of  those  who  have  committed  crimes  against  it,  and  their 

employment  in  regular  industry  is  the  best  way  that  has  been  yet  devised 

fijr  fitting  them  to  earn  an  honest  livelihood  when  they  leave  prison. 

If  only  one  or  two  trades,  such  as  rope-making,  is  taught  in  our  prisons, 

it  will  not  contribute  much  to  this  end,  for  if  a  man  shows    an 

acquaintance  with  them,  it  is  taken  as  a  proof  that  he  has  learned  them 

in  imaon,  which  prevents  him  from  getting  employment.    The  particular 

indoBtiy  which  has  lately  been  the  subject  of  these  complaints  is  the 

manofiicture  of  cocoa-nut  matting,  carried  on  in  Wakefield  prison,  and  a 

mo6t  complete  answer  is  furnished  to  them  by  the  fact  that    the 

noanuiacture  was  unknown  in  this  country  until  it  was  introduced  into 

the  pison.    So  &r  is  it,  then,  from  being  true  that  the  convicts  were 

displacing  honest  labour,  that  the  fact  is  that  honest  labour  is  now 

striving  to  oust  convict  labour  j&om  its  own  field.    It  is  to  be  hoped 

that  the  Government  will  resist  this  idle  clamour,  and  will  uphold  a 

system  which  is  so  beneficial  to  the  convicts  and  to  the  taxpayers. 

The  habit  of  confounding  capital  with  money  has  led  some  writers, 
who  deny  the  possibility  of  general  over-production,  to  admit  it  under 
the  name  of  over-accumulation  of  capital.  Vaguely  hinted  by  others,  it 
has  nowhere  been  more  boldly  stated  than  by  Wakefield,  who  say?, 
''The  one  thing  needful  for  all  society  is  more  room  for  the  profitable 
employment  of  capitaL    It  is  in  the  excess  of  capital  above  the  means  of 

*  See  hi»''  PrinelpleB  of  Pauper  Labour."    Bidgway,  1870. 
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profitable  investment,  that   this  country  differs   injuriously  from  the 

United  States I  allude  to  the  necessity  of,  in  this  country, 

an  occasionai  destruction  of  capital  on  the  grandest  scale.  Perhaps  if  a 
less  energetic  people  had  too  much  cq>ital  they  would  waste  a  little  of 
it  continually,  so  as  to  keep  down  the  amount  without  fully  exhibiting 
the  destruction ;  but  this  is  not  our  mode  of  proceeding.  The  practice 
with  us  seems  to  be  to  hoard  up  capital  tUl  we  biow  not  what  to  do 
with  it,  and  then  to  throw  it  away  as  rapidly  as  possible,  till  the 
quantity  for  use  is  brought  to  a  level  with  the  field  of  investment."* 

But  there  cannot  long  be  too  much  food  in  a  country,  for  either  the 
population  will  increase  in  proportion,  or  less  will  be  produced.  It  is 
true  that  too  much  capital  may  be  employed  for  a  time  in  one  trade, 
which  is  the  same  thing  as  saying  that  over-production  may  take  place 
in  one  trade.  There  may  be  a  difGlculty  in  finding  employment  for  the 
capital  of  one  individual,  and  he  may  miscalculate  the  advantages  of  a 
particular  investment,  but  wherever  there  are  human  beings  there  are 
wants  to  satisfy,  and  sooner  or  later  they  will  work  in  order  to  satisfy- 
them.  So  far  is  England  from  possessing  too  much  capital  that  it  has  to 
import  large  quantities  from  abroad,  for  it  obtains  annually  80,000,000 
hectolitres  of  wheat,  as  well  as  large  stocks  of  other  sorts  of  food.  Nor 
does  a  commercial  crisis  (to  which  Wakefield  alludes)  diminish  the 
quantity  of  the  capital  of  the  country,  but  it  simply  transfers  from  one 
set  of  persons  to  another  the  power  of  obtaining  certain  portions  of  it. 
This  transfer  involves  an  immense  amount  of  suffering,  but  though  some 
are  impoverished,  others  are  enriched,  and  the  population  of  the  country 
remains  as  large  as  before.  The  large  sums  of  money  that  Englishmen 
invest  in  foreign  securities  are  regarded  as  proofe  that  England  has  more 
capital  than  it  can  employ  at  home,  and  that  it  enriches  foreign  countries 
by  investing  it  abroad.  But  it  is  merely  a  question  of  the  ownership  of 
money,  and  it  is  probable  that  in  one  form  or  other  foreigners  invest  a 
great  deal  of  money  in  this  country,  and  they  would  doubtless  invest  in 
Consols,  if  our  Government  would  exempt  their  dividends  from  taxation. 
The  increase  of  capital  is  due  to  agricultural  improvements,  and  must  be 
followed  by  increase  of  production.  The  transfer  of  coin  only  decides 
who  shall  be  allowed  to  obtain  and  employ  it ;  but  here,  as  elsewhere,  the 
matter  is  regarded  from  the  capitalists'  point  of  view,  and  treated  as  a 
question  of  the  investment  of  money,  and  it  has  even  been  said  that  a 
national  debt  is  beneficial,  because  it  affords  an  investment  for  savings. 

The  arguments  in  favour  of  freedom  of  industry  apply  with  equal  force 
to  freedom  in  the  investment  of  capital,  which  is,  indeed,  the  same  thing. 

*  "  View  of  die  Art  of  Coloniaation,'*  p.  76. 
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As  everybody  deBiras  to  obtain  wealth  by  the  least  poesible  labour, 

indiyiduaby  if  left  to  themBelyeBy  will  employ  their  capital  in  inch  a 

maimer  as  will  yield  them  the  highest  remuneration,  which  must  be  the 

mauier  in  whidi  it  is  most  convenient  for  the  whole  society  that  it  should 

be  employed.     If  the  service  which  they  render  to  society  is  equal  to 

that  which  they  wish  society  to  render  to  them,  the  undertaking  will  pay, 

and  if  it  does  not  pay,  it  must  be  because  society  does  not  receive  so  much 

advantage  from  it  as  to  make  it  worth  while  to  support  those  who  render 

it.    All  interference  on  the  part  of  Ooyemment^  with  the  object  of 

cansmg  capital  to  be  employed  in  undertakings  where  it  would  not  be 

directed  by  private  enterprise,  are  either  superfluous  or  injurious.    If  the 

Government  establishes  a  monopoly,  it  prevents  some  persons  from 

entering  a  trade  for  which  they  have  an  inclination,  and  by  depriving 

the  producers  of  the  stimulus  of  competition  it  weakens  the  inducement 

to  adopt  improved  methods  of  production,  and  thus  raises  the  cost  of  the 

artide  in  question.     If  the  Ctovemment  undertakes  any  industrial 

enterprise,  it  must  either  be  one  which  would  have  been  undertaken  by 

private  individuals,  or  one  which  would  not.    In  the  former  case,  its 

interference  is  superfluous,  and  in  the  latter  injurious.    Many  fiulures  in 

Qovemment  enterprises  have  become  notorious,  but  in  spite  of  this,  their 

few  successes  are  put  forward  as  making  out  a  case  in  &vour  of  an 

occasional  and  judicious  intervention  in  such  matters.     The  French 

Government,  after  a  series  of  experiments,  spread  over  "a  period  of  thirty 

T^ftiB;  succeeded  in  producing  a  valuable  breed  of  sheep  known  as  the 

BambouiDet  breed.    Monsieur  de  Lavergne  praises  the  (Government  for 

this,  and  asks  what  private  individual  would  have  carried  on  experiments 

for  thirty  years  at  a  loss  ?  Thus  the  very  waste  of  capital  which  the  ^stem 

occasions  is  made  an  argument  in  its  &vour.    It  is  very  likely  that  if  a 

private  &rmer  had  taken  up  the  subject,  he  would  have  arrived  at  a 

sucoeflsftil  result  in  a  much  shorter  time,  but  the  Atlantic  telegraph 

cable  is  sufficient  to  show  that  private  capitalists  can,  and  will,  undertake 

works  which  require  them  to  make  an  enormous  outlay,  and  wait  for  a 

l^g  time  before  any  profit  is  received.    M.  de  Lavergne's  work  ftimishes 

abondant  evidence  that  France  possesses  many  rich  and  enterprising 

^nneiB,  who  are  both  able  and  willing  to  make  a  great  outlay  in  order 

to  procure  a  future  benefit,  and  if  they  thought  that  they  could  employ 

their  capital  better  in  some  other  way  than  in  producing  this  particular 

breed  of  sheep,  it  would  have  been  wiser  to  let  them  dp  so,  instead  of 

taking  some  of  it  to  support  the  State  &rm.    What  the  Government 

gave  in  one  way  it  must  have  taken  in  another,  and  there  are  many  other 

improvements  which  France  required  besides  that  particular  one. 

*  Among  many  aiguments  in  &vour  of  ''Home  Rule/'  Mr.  Butt,  in  a 
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speech  which  he  made  in  October,  1871,  mied  one  which  deserves  to  be 
noticed  here.  He  said  that  if  Ireland  had  a  Parliament  of  its  own,  that 
body  wonld  grant  money  to  snpport  the  sea  fisheries,  and  he  complained 
bitterly  of  the  neglect  of  this  subject  by  the  Imperial  Parliament,  in 
consequence  of  which  the  fisheries  were  gradoally  decaying.  But  if  the 
Irish  people  employ  less  capital  and  labour  than  formerly  in  the  fisheries, 
it  can  only  be  because  they  have  found  some  more  profitable  mode  of 
employing  them.  They  could  not  need  State  loans  to  carry  on  the  fisheries 
if  these  produced  enough  to  compensate  the  labour  employed  in  them, 
and  if  the  fishermen  themselves  had  not  money  enough,  they  could  have 
no  difficulty  in  borrowing  from  private  money-lenders:  If  the 
Government  granted  a  loan  for  such  a  purpose,  it  would  be  simply 
transferring  capital  from  a  more  to  a  less  profitable  employment,  and 
if  the  Irish,  as  they  probably  would,  exported  the  fish,  they  would  receive 
less  in  return  than  they  now  get  for  their  com  and  cattle.  But  I  wonld 
not  be  understood  in  these  remarks  to  imply  hostility  to  the  ''Home 
Rule  "  movement,  which,  on  the  contrary,  has  my  wannest  sympathy. 
Mr.  Lowe,  when  asked  to  grant  money  for  this  purpose,  declined  to  do 
so  on  the  ground  that  it  was  in  opposition  to  the  principles  of  Pohtical 
Economy,  but  the  Imperial  Parliament,  and  Mr.  Lowe  himself,  constantly 
diEa*egard  these  principles  when  they  are  dealing  with  England.  If  an 
Irish  Parliament  were  to  endeavour  to  support  fisheries  in  places  where 
they  would  not  pay,  it  would,  in  my  opinion,  be  doing  a  foolish  thing, 
but  not  more  so  than  the  Imperial  Parliament  does  when  it  establishes 
schools  or  telegraph  offices  where  they  will  not  pay.  As  the  Irish  wonld 
not  be  justified  in  preventing  England  from  establishing  national  schools, 
because  such  a  step  was  opposed  to  Irish  theories  of  Political  Economy, 
so  the  English  have  no  right  to  prevent  Ireland  from  spending  its  money 
in  supporting  the  fisheries  on  a  similar  pretext.  Well  may  Mr.  Butt  say 
that  if  patriotism  be  the  last  resource  of  a  scoundrel.  Political  Economy 
is  the  last  resource  of  a  blockhead;  The  political  question  is  not  whether 
such  a  grant  is  in  harmony  with  English  views,  but  whether  England 
ought  to  force  Ireland  to  adopt  those  views.  It  is  humiliating  to  an 
Englishman  to  read  such  speeches  as  that  of  Mr.  Gladstone,  at  Aberdeen, 
in  September,  1871,  for  they  show  a  determination  to  disregard  the 
wishes  of  the  Irish'  people.  Mr.  Gladstone  says  that  **  Home  Rule  "  is 
unnecessary  because  he  cannot  see  that  Ireland  has  any  grievance  to 
oomphdn  of ;  but  no  tyrant  ever  was  able  to  see  that  those  whom  he 
oppressed  had  anything  to  complain  o£  Ireland  has  for  many  centuries 
had  one  grievance,  foreign  domination,  and  Mr.  Gladstone  is. quite 
capable  of  seeing  that  it  would  be  a  grievance  to  England  to  be  under 
the  doipination  of  Ireland  or  of  France,    Our  enormous  expenditure  on 
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thd  anny  and  navy  is  chiefly  kept  up  in  order  to  saTeoonelTes  from  such 
a  mififortime,  and  if  he  were  at  all  deairooB  to  do  to  othera  aa  he  would 
wish  that  others  should  do  to  him,  he  would  be  most  anxious  to 
eiDAQcipate  Ireland.  His  demand  to  have  a  specific  grievanoe  pointed 
oat  is  not  an  argument  but  a  trap,  for  if  we  name  one  which  he  considers 
such  he  will  say  that  the  Imperial  Parliament  will  remedy  it,  and  that 
''Home  Rule"  is  unnecessary.  If,  on  the  other  hand,  we  name  one 
which  he  does  not  consider  such,  he  wiU  make  that  a  ground  for  refusing 
''  Home  Bule,"  and  will  say  that  he  does  not  desire  to  conciliate  the  Irish 
people,  but  must  be  guided  by  what  he  dares  to  call  a  higher  principle. 
In  other  words,  while  he  considers  that  the  will  of  the  English  people 
should  decide  what  laws  shall  be  passed  for  England,  his  own  will  and 
his  own  notions  of  right  and  expediency  are  to  over-ride  those  of  the 
Irish  people.  It  is  said  that  England  is  now  behaving  better  towards 
Ireland  because  the  Irish  Church  and  the  Irish  Land  Acts  have  been 
passed,  but  this  only  shows  that  there  has  been  a  change  in  the  position 
of  English  parties.  There  have  been  many  such  changes  during  the  last 
250  years,  but  all  English  statesmen,  from  Strafford  and  Cromwell  down 
to  tir.  Gladstone  and  Mr.  Disraeli,  have  been  perfectly  unanimous  on 
one  point,  that  Ireland  must  be  governed  by  brute  force.  At  the  present 
time,  a  measure  for  coercing  Ireland,  by  whichever  party  proposed, 
meets  with  no  opposition  except  from  a  few  Irish  members,  and  the 
mnch-vaunted  Church  and  Land  Acts  are  sufficient  in  themselves  to  show 
that  Enghah  statesmen  have  no  desire  to  do  justice  to  Ireland.  The 
former  Act  left  the  Episcopalians  in  the  possession  of  a  privilege  not 
accorded  to  Boman  Catholics,  that  of  forming  a  corporation,  which 
should  be  capable  of  receiving  donations  and  bequests ;  and  Mr. 
Gladstone  confessed  that  the  object  of  the  latter  was  to  place  Irish 
landlords  in  the  same  position  as  those  of  England,  and  not  at  all  to  carry 
out  the  wishes  of  the  Irish  people.  The  former  measure  was  interrupted 
in  its  passage  through  Parliament  by  a  bill,  the  object  of  which  was  to 
deprive  the  Mayor  of  Cork  of  .his  office,  and  to  render  him  ineligible  for 
that  or  any  other,  merely  because  he  had  made  a  speech  which  was  in  no 
way  forbidden  by  the  law  of  the  land.  So  far,  therefore,  from  the 
Gladstone  Ministry  affording  any  prooft  of  a  better  feeling  towards 
Ireland,  they  disgraced  themselves  in  their  government  of  Ireland  by  an 
attack  on  the  liberty  of  the  subject,  such  as  has  not  been  paralleled  since 
the  time  of  Charles  the  First.  But  even  if  *^  Home  Rule  "  were  not  the 
only  plan  that  had  ever  been  proposed  for  enabling  England  and  Ireland 
to  unite  in  peace  and  harmony,  it  would  be  a  great  boon  to  the  whole 
country,  as  a  simple  improvement  in  the  machinery  of  legislation.  In 
the  political,  as  in  the  industrial  world,  there  comes  a  time  when 
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diTifiion  of  labour  is  necessar  j  in  oider  to  get  through  the  work  which 
has  to  be  done.  Mr.  Gladstone  told  the  people  of  Scotland  that  they  had 
no  cause  to  complain  of  the  delay  in  the  transaction  of  their  business, 
because  Parliament  was  occupied  with  measures  which  concerned  the 
whole  country,  Scotland  included,  and  that  if  English  business  had 
occupied  the  half  of  one  session,  the  whole  of  another  had  been  taken  up 
with  Irish  business.  But  it  does  not  follow  that  a  system  is  good  because 
it  is  extremely  inconvenient  to  all  parties  concerned.  If  we  had  a 
Federal,  an  English,  a  Scotch,  and  an  Irish  Parliament,  all  sitting  at  the 
same  time,  no  one  country  would  have  to  do  without  legislation  because 
another  required  a  great  deal.  To  suppose  that  these  countries  would 
be  estranged  from  one  another  because  each  had  its  own  representative 
body  to  legislate  for  it,  and  a  Federal  Parliament  to  control  their  common 
aflbirs,  is  as  absurd  as  to  suppose  that  two  friends  cannot  dine  together 
amicably  unless  they  are  restricted  to  one  plate  and  one  knife  and  fork 
between  them.  Mr.  Oladstone  said  that  he  did  not  know  what  ^'  Home 
Eule"  meant,  but  he  had  been  often  told  that  it. meant  federation,  and 
if  he  was  really  so  ignorant  of  the  constitutions  of  the  United  States,  the 
dominion  of  Canada,  Switzerland,  Germany,  and  Austria^  as  not  to  know 
what  federation  meant,  he  was  quite  unfit  for  the  office  of  Prime  Minister. 
I  should  not  have  entered  on  the  discussion  of  a  subject  so  puzely 
political,  had  it  not  been  that  the  name  of  Political  Economy  has  been  so 
often  degraded  by  its  being  quoted  in  justification  of  the  tyranny  which 
is  practised  over  Ireland,  and  I  am  anxious  to  show  that  here,  as 
elsewhere,  there  is  no  hostility  between  the  truths  of  science  and  the 
precepts  of  religion. 
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nrOBEASB  OF  POPULATION — ^MALTHUS — STEUABT — OVBR-POPULATIOK*-*  • 
PAUPERISM — ^EMIGRATION — ^POPULATION  IN  ANCIENT  TIMES— FRANCE— ' 
ENGLAND — ^IRELAND— POPULATION  IK  THE  FUTXmE. 

Mankikd  increase  in  nmnbers  as  the  capital  in  their  possession 
increases.  In  oonsideTing  this  subject,  there  are  two  facts  which  most 
always  be  borne  in  mind :  1.  That  people  cannot  live  withont  food ; 
and,  2.  That  there  are  always  many  persons  who  are  willing  to  many 
and  bring  np  families,  but  are  prevented  from  doing  so  by  poverty,  or 
the  fear  of  poverty.  The  first  of  these  is  generally  admitted,  although 
it  cannot  be  said  to  be  undisputed,  for  various  tales  have  been  told  of 
persons  who  have  lived  for  many  years  without  taking  food  of  any  kind. 
Whenever  these  have  been  carefully  investigated,  they  have  been  found 
to  be  cases  of  imposture,  and  I  cannot  doubt  that  the  same  result  would 
have  followed  in  aQ  the  others  if  similar  precautions  had  been  taken. 
My  readers  may  remember  the  case  which  attracted  some  attention  in 
1869,  of  Sarah  Jacobs,  "  the  Welsh  festing  girl,"  whose  parents  averred 
that  she  had  taken  no  solid  food  for  years,  but  who  died  within  a  week 
after  she  had  been  carefully  watched  by  some  nurses  from  Guy's  Hospital. 
The  post-mortem  examination  proved  that  before  the  watch  had  been  set 
npon  her  Bhe  had  been  supplied  with  solid  food,  and  her  &ther  was 
subsequently  tried  and  sent  to  prison  for  the  share  which  he  had  in 
cansmg  her  death.  No  one  is  likely  to  dispute  the  truth  of  the 
proposition,  as  far  as  the  majority  of  mankind  are  concerned,  and  I  may 
be  blamed  for  dwelling  so  long  on  such  a  well-known  truth,  and  it  may 
seem  that  there  cannot  be  much  value  in  a  science  in  which  it  is  thought 
necessary  to  insist  upon  it.  But  it  would  be  a  great  mistake  to  suppose 
that  because  the  fact  is  flEuniliar,  there  is,  therefore,  no  reason  to  insist 
npon  it,  for  the  sole  function  of  science  is  to  take  simple  truths,  and  to 
trace  out  their  consequences,  and  to  reject  everything  which  is 
inconsistent  with  them.  Political  Economy  cannot  invent  truths,  but 
can  only  take  facts  as  it  finds  them.  Although  no  one  would  assert  that 
people  can  live  trithout  food,  the  assertion  so  commpnly  made  that 
increase  of  population  caus^,  and  therefore  precedes,  the  increase  of  food, 
implies  that  it  is  possible.  For  proof  of  the  second  proposition,  I  must 
appeal  to  general  experience.  I  suppose  every  one  knows  some  oases  of 
penons  who  are  anxious  to  marry,  but  are  obliged  to  defer  doing  so 
imtQ  they  have  what  they  consider  enough  to  maintain  a  &mily. 
UalthuB  united  these  propositions  in  the  statement  that  population  is 
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always  pressing  on  the  means  of  subsistence,  by  which  he  meant,  that  if 
the  means  of  snbsistence  in  any  country  were  increased  population  would 
increase  also.  He  found  that  in  some  parts  of  the  United  States  popuktioa 
had  doubled  in  twenty-five  years,  from  the  simple  excess  of  births  over 
deaths,  after  making  every  deduction  for  the  addition  made  by  emigrants 
and  their  ofBspring.    If  population  increased  at  this  rate,  it  would  only 
require  a  century  to  increase  sixteen-fold,  and  Malthus  pointed  out  how- 
impossible  it  was  that  the  supply  of  food  in  England  should  be  increaaed 
at  such  a  rate.    He  therefore  concluded  that  if  the  population  did  not 
increase  so  fast,  it  must  be  checked,  either  by  a  great  number  of 
premature  deaths,  or  by  the  exercise  on  the  part  of  many  persons  of 
'^  moral  restraint,"  {.0.,  abstinence  from  marriage  unaccompanied  by  vioe. 
By  reference  to  the  accounts  of  travellers  in  every  part  of  the  woild,  he 
showed  that  one  or  other  of  these  checks  was  always  in  action.    Either 
great  numbers  of  children  die  from  want,  and  diseases  brought  on  by 
want,  or  infanticide  is  commonly  practised,  or  else  people  many  late  in 
life  and  have  but  few  children.     For  enunciating  these  sunple  and 
obvious  truths,  Malthus  was  exposed  to  much  calumny,  and  denounced 
as  hard-hearted,  unfeeling,  etc.    It  is  always  to  be  regretted  that  such 
attacks  should  be  made  on  seekers  after  truth,  and  they  are  (2ie  more  unjust 
in  his  case,  because  his  common  sense  and  religious  feeling  made  him 
shrink  from  the  revolting  proposals  which  have  been  put  forward  by  some 
of  his  aoi'disa/ni  followers,  with  a  view  of  preventing  population  from 
increasing  too  &st ;  and  it  is  but  justice  to  Malthus  to  say  that  these 
attacks  had  no  other  e£Pect  upon  him  than  that  of  inducing  him  to 
expunge  or  soften  down  every  passage  which  was  calculated  to  wound 
the  feelings  of  others.    Some  people  speak  as  if  he  wished  that  nobody 
should  marry,  but  it  would  be  more  correct  to  say  that  he  wished  that 
everybody  should  marry,  for  he  wished  that  nobody  should  have  a  lai^ 
family  in  order  that  every  one  might  have  a  small  one.    Whatever  the 
number  was  which  the  country  was  able  to  support,  he  desired  that  it 
should  be  kept  up  by  the  smallest  possible  number  of  births,  which  is  the 
same  thing  as  desiring  that  the  people  should  attain  the  greatest  possible 
longevity^  which  is  the  end  which  all  philanthropists  must  desire  to  obtain. 
Sir  James  Steuart,  who  as  early  as  1767  anticipated  much  of  the 
reasoning  of  Malthus,  compared  the  human  power  of  generdion  to  a 
spring  kept  down  by  a  weight  (the  difficulty  of  procuring  food),  which 
always  starts  up  when  the  pressure  is  diminished.     The  power  of 
procreation  may  be  considered  as  a  constant  quantity,  and  the  variations 
of  population  follow  the  variations  in  the  quantity  of  food.    If  that 
remains  the  same,  population  cannot  be  diminished  by  any  loss  of  life  in 
war  or  at  sea,  but  those  who  are  left  will  be  able  to  bring  np  more 
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diildren  in  the  place  of  those  who  are  dead,  but  who  formerly  conmuned 

some  of  the  food.    If  we  imagine  a  time  when  all  mankind  were  engaged 

in  agriculture,  and  each  only  produced  enough  for  himaelf,  and  as  many 

children  as  were  necessary  to  keep  up  their  numbers,  there  could  hare 

been  no  increase  of  population  until  some  one  discoyered  a  better  method 

of  caltiyation,  which  enabled  them  to  produce  food  for  others  as  well  as 

thenuielyes.    These,  whom  Sir  James  Steuart  calls  the  **  free  hands,"  may 

either  take  to  fiEurming  themselves  or  they  may  not.    If  they  do,  it  must 

be  becaose  there  are  other  lands  which,  if  taken  into  thecultiyation,  will 

yield  as  much  to  an  equal  quantity  of  labour  as  those  already  oultiyated 

yielded  before  the  improvement  was  introduced.    If  they  do,  they  still 

feather  iocreaae  the  quantity  of  food,  and  enable  themselves  or  others  to 

bring  up  more  children.    There  are  three  countries  which  enjoy  this 

advantage  in  an  eminent  degree:  the  United  States,  Russia,  and  CShina, 

and  in  all  three  population  is  steadily  increasing,  while  it  is  distributed 

over  a  larger  Q>ace.    The  first  is  well  known,  but  the  second  has  not 

received  so  much  attention,  though  it  is  to  the  constant  migration  of  the 

Eoasian  peasant  both  eastward  and  southward  that  the  extension  of  that 

empure  is  really  due.    English  politicians  imagine  that  there  is  some 

danger  to  Europe  from  the  aggressive  poUcy  of  Russia,  but  her  conquests 

only  follow  her  colonisation,  and  her  peasants  hold  the  soil  by  the  best  of 

all  titles,  that  they  alone  cultivate  it,  and  render  it  useftd  to  man. 

Although  the  political  strength  of  China  is  declining,  the  constant 

emignOdoa  of  the  Chinese  to  the  north  and  west  is  continually  extending 

the  range  of  her  civilisation,  which  will  long  continue  to  flourish  and 

extend  itself,  though  it  may  be  under  foreign  domination*    In  a  country 

where  tiiere  is  no  great  extent  of  unoccupied  land,  the  **  free  hands  "  may 

find  it  more  convenient  to  take  to  some  other   employment   than 

agriculture,  and  some  of  them  may  be  naturally  better  fitted  for  some 

other.    They  exchange  their  products  for  the  surplus  of  the  farmer,  but 

their  numb^  must  depend  on  the  amount  of  this  surplus,  and  however 

beneficial  any  improvement  may  be  which  they  introduce  into  the 

manufiacturing  or  other  business  which  they  carry  on,  they  cannot 

increase  the  population.    Some  of  the  ''firee  hands"  may  be  able,  by 

force  or  otherwise,  to  induce  the  farmers  to  supply  them  with  food 

without  requiring  any  service  in  return,  though  this  does  not  often 

happen,  except  in  the  case  of  those  who  are  physicaUy  unable  to  work, 

for  the  landlords  who  need  not  give  anything  in  return  for  what  they 

receive,  are  g^ierally  required  by  public  opinion  to  take  more  or  less 

share  in  the  government  of  the  country,  and  thus  assist  in  protecting  the 

iarmer,  and  if  they  do  not  add  to  the  total  product,  they  at  least  prevent 

othan  from  ^JiminiBhiTig  or  unduly  appropriating  any  portion  of  ib    It 

f2 
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may  be  thought  that  fanners  would  not  introduce  improTements  unleBS 
there  were  a  demand  for  more  food,  and  that  population  must  increase 
first.  But  this  cannot  be  so,  for  people  cannot  live  without  food,  the 
supply  of  which  must  be  increased  before  any  greater  number  of  diildren 
oan  be  reared.  As  every  one  desires  to  obtain  wealth  by  the  least  possible 
labour,  every  farmer  tries  to  raise  the  greatest  product  from  his  own 
land,  and  if  he  succeeds  in  increasing  the  quantity,  he  may  either  incroaae 
his  own  fiunily,  or  may  at  least  enable  some  one  else  to  do  so.  The 
extra  quantity  must  find  its  way  into  the  possession  of  somebody  who 
desires  to  increase  his  fiunily,  and  the  food  will  create  its  own  demanfl. 
Agriculture  is,  by  its  very  nature,  uncertain,  and  fermers  are  obliged  to 
exert  themselves  to  obtain  as  hffge  a  crop  as  possible,  because  they  do 
not  know  how  much  their  labour  wiU  produce,  and  they  cannot  make  it 
suit  with  the  requirements  of  the  market.  If  an  improvement  be 
introduced  on  some  farms  which  is  not  applicable  to  all,  it  may  not  have 
the  effect  of  bringing  more  land  into  cultivation,  but  will  simply  enable 
the  same  number  of  people  to  raise  a  larger  product  upon  the  same 
extent  of  land.  In  this  case  the  ^^  free  hands  "  whom  the  improvement 
calls  into  existence,  will  not  take  to  farming,  because  they  can  obtam 
food  by  working  at  some  other  trade,  and  supplying  the  wants  of  the 
farmers,  or  if  they  took  to  feoming,  they  would  have  to  cultivate  worse 
land  than  any  ulready  tilled,  and  would  receive  less  food  in  return  for 
their  labour.  The  general  effect  of  agricultural  improvements  is  to 
increase  the  number  of  persons  engaged  in  trade  and  manuf aotnie,  but 
to  leave  the  agricultural  population  stationary.  It  is  about  the  same  in 
France  as  it  was  before  the  Revolution,  and  Mr.  Bogers  even  considerB 
that  it  is  about  the  same  in  England  as  it  was  in  the  14th  century,  but, 
of  course,  this  only  applies  to  countries  in  which  there  is  no  large  extent 
of  unappropriated  land. 

Before  the  time  of  Malthus,  those  who  admimstered  the  Poor  Law 
thought  they  promoted  the  growth  of  population  by  increasing  a  pauper's 
allowance  in  proportion  to  the  number  of  children  which  were  bom  to 
him.  Malthus  showed  this  was  a  mistake,  and  that  the  growth  of 
population  depended  on  the  inofease  of  food,  and  could  not  be  affected 
by  any  methods  which  the  Gfovemment  employed  for  transferring  money 
from  hand  to  hand.  If  the  Government  took  some  of  the  food  and  gave 
it  to  the  paupers,  it  enabled  them  to  bring  up  fiunilies,  but  it  at  the  same 
time  prevented  other  people  from  doing  so,  for  the  same  food  cannot 
feed  two  persons  at  once,  and  the  Poor  Law  provided  no  means  for 
increasing  this  quantity.  And  yet,  so  tenacious  is  error,  the  same  follacy 
re-appears  under  the  name  of  Malthusianism.  Although  Malthus  pioved 
that  population  cannot  increase  foster  than  food,  yet  soi-ditani  Mai- 
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thoaianfl  contend  that  peq>le  oan,  by  improTident  marriageey  increase 
their  numbeiB  to  such  an  Extent  as  to  render  it  neoeflsary  to  resort  to 
poorer  aoik  to  supply  them  with  food,  and  that  what  they  call  ovcr- 
popolation  is  the  diief  canse  of  distress.  They  should  say  that  over- 
popolation  is  distress,  for  it  is  expressly  defined  by  Mr.  Thornton  as  a 
state  of  things  in  which  some  persons  are  able  and  wQling  to  labour,  but 
cannot  obtain  employment.  Political  Economy  is  still  in  what  Comte 
has  called  the  metaphysical  stage,  or  in  other  words,  many  of  its  so-called 
explanaticms  are  nothing  more  than  truisms.  There  is  nothing  on  which 
a  man  will  insist  more  vehemently  than  a  truism,  because  the  impossibility 
of  denying  it  renders  him  angry  with  all  those  who  refbse  to  attach  so 
much  importance  to  it  as  he  does.  Here  the  thing  to  be  explained  is  the 
fact  that  there  are  some  people  who  are  in  want  of  the  comforts  or 
neoesBaries  of  life,  and  the  explanation  given  is  that  there  are  too  many 
people  for  the  quantity  of  food  and  other  things  to  suffice  for  them  all. 
But  this  is  not  an  explanation,  but  a  statement  of  the  fact,  since  saying 
that  there  are  too  many  is  merely  saying  that  there  are  some  people  who 
have  enough,  and  others  who  have  not.  If  sailors  are  wrecked  on  a 
barren  island^  they  will  perish  of  starvation,  but  no  explanation  would  be 
famished  by  the  statement  that  the  island  is  over-peopled.  Many 
faistoriaDS — as,  for  instance,  Hallam — consider  that  the  working  classes 
were  formerly  able  to  purchase  more  bread  than  they  can  at  present,  and 
suppose  that  the  increase  of  population  has  rendered  it  necessary  to  resort 
to  poorer  soils^  and  so  to  increase  the  cost  of  producing  wheat.  But  I 
contend  that  it  cannot  have  had  this  effect,  but  can  only  have  followed 
on  agricultural  improvements,  and  that  the  cost  of  growing  wheat  on  the 
worst  soils  cultivated  is  the  same  now  as  in  the  time  of  Edward  the  Second. 
Hallam  was  led  into  error  by  taking  the  price  of  wheat  in  the  year  which 
he  wrote,  which  happened  to  be  one  of  scarcity,  and  comparing  it  with 
the  average  of  a  century ;  but  if  he  had  taken  the  bad  years  at  the 
beginning  of  Edward  the  Second's  reign,  and  compared  them  with  the 
average  of  the  half  century  which  preceded  the  publication  of  his  work, 
he  might  have  reversed  the  picture.  In  accordance  with  the  principles  just 
explained,  I  hold  that  the  population  of  England  has  increased  since  the 
time  of  Edward  the  Second  in  consequence  of  agricultural  improvements, 
bat  that  this  has  never  induced  the  people  to  cultivate  soils  which  yielded 
less  to  the  same  quantity  of  labour  than  the  worst  then  cultivated.  I 
believe  that  I  am  near  the  truth  when  I  say  that  the  worst  then  yielded 
B6  hectolitres  of  wheat  to  the  labour  of  each  man  directly  or  indirectly 
emjJoyed  upon  them.  Some  ipaprovements  were  only  applicable  to 
certain  fiEunns,  and  these  have  increased  the  number  of  ^^free  hands." 
Others  have  enabled  people  to  obtain  36  hectolitres  firom  land  which 
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would  formerly  only  yield  SO,  20,  or,  it  may  be,  some  smaller  nnmber,  to 
the  labour  of  one  man,  and  these  have  had  the  effect  of  extending 
cultivation.  But  neither  could  have  had  the  effect  of  inducing  men  to 
cultivate  land  which  would  not  yield  36  hectolitres,  for  the  ^^  free  hands  " 
must  have  been  able  to  support  themselves  by  some  other  occupation 
than  agriculture,  and  if  they  set  up  as  tailors,  for  instance,  they  could 
have  obtained  from  the  farmers  86  hectolitres  in  exchange  for  a  year's 
labour,  and  to  suppose  they  would  voluntarily  cultivate  land  for  themselves 
which  would  only  yield  them  85  or  84,  is  to  suppose  that  they  would 
undergo  more  labour  to  obtain  wealth  when  less  labour  would  suffice. 
The  fact  that  the  population  has  rncreased  proves  that  the  farmers  are 
able  to  support  more  persons  than  formerly  who  are  not  engaged  in 
farming.  There  may,  of  course,  for  a  time  be  too  many  persons  engaged 
in  one  trade,  but  I  hold  with  Mr.  Bogers*  that  general  redundance  of 
population  is  ds  great  a  £Eillacy  as  general  over-production.  Where  there 
are  human  beings  it  is  clear  that  there  is  food  enough  to  maintain  them, 
for  otherwise  they  would  not  be  alive,  and  though  there  are  always  some 
who  are  unable  to  find  a  suitable  occupation,  there  cannot  be  a  general 
deficiency  of  the  means  of  employing  liiem  in  such  a  way  as  to  provide 
themselves  with  the  other  articles  which  they  desire. 

In  order  to  account  for  the  existence  of  pauperism,  we  must  enquire 
what  are  the  circumstances  which  prevent  people  from  producing  as  much 
as  they  require  to  keep  themselves  in  comfort.  One  obvious  cause  is  the 
ignorance  or  the  inefficiency  of  the  persons  themselves,  and  the  remedy 
must  be  sought  in  some  system  of  education  which  would  render  all  of 
them  more  fit  to  exercise  some  handicraft.  But,  however  much  education 
may  be  improved^  one  cause  of  pauperism  will  always  remain  in  the 
vicissitudes  of  the  seasons.  When  these  are  unfavourable  farming  industry 
is  less  productive,  and  this  must  diminish  the  comfort  of  the  people. 

In  a  country  which  has  little  or  no  intercourse  with  others,  a  bad 
harvest  produces  a  &mine,  for,  as  less  food  is  produced,  some  persons 
have  to  go  without  it  altogether.  In  our  own  country  we  are  happily 
exempt  from  these  tremendous  catastrophes,  but  we  feel  the  effect  of  a 
bad  harvest  in  a  different  way.  When  the  seasons  are  propitious  the 
"free  hands"  are  employed  in  manufacturing  various  articles  to  supply 
the  secondary  wants  of  the  farmers  and  of  themselres ;  when  they  are 
unpropitious,  the  "free  hands"  are  engaged  in  manufacturing  goods  to 
be  sent  abroad  in  exchange  for  com.  As  the  wants  and  tasks  of  foreigners 
are  different  to  those  of  our  own  people,  there  must  be  a  considerable 
transfer  of  labourers  from  one  employment  to  another,  and  as  this  neoes- 

*  See  his  article  on  the  Colonial  Question  in  the  2nd  Series  of  Essays  pnblifibed 
by  the  Cobden  dub,  1872. 
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ntates  much  goffering  on  the  part  of  those  who  are  akeady  nsed  to 
one  trade,  it  follows  that,  as  is  well  known,  a  bad  hardest  prodaces 
digtress  in  the  manofactaring  distriots.  It  would  be  difficnlt,  if  not 
impoflnbley  to  establish  such  a  system  of  education  as  should  enable 
ererybodj  to  find  employment,  notwithstanding  all  these  changes. 

is  the  Poor  Law  does  nothing  to  increase  or  diminish  the  supply  of 

food,  it  can  have  no  effect  upon  population.    If  it  enables  paupers  to  live 

and  bnng  up  families^  it  must  to  the  same  extent  prevent  some  one  else 

from  doing  the  like.    If  it  encourages  landlords  to  pull  down  cottages, 

and  80  diminish  the  population  of  the  rural  districts,  it  must  to  the 

Bune  extent  increase  the  population  of  the  towns.    The  objections  to  the 

Poor  Law  are  rather  of  a  moral  than  of  an  economic  character.    It  is 

for  the  moralist  to  judge  a  system  which  deprives  charity  of  its  generosity 

Iff  making  it  compulsory.    It  is  for  him  to  say  whether  it  is  better  that 

a  man  who  is  out  of  work,  from  ill-health  or  any  other  cause,  should  be 

mpported  from  a  fund  to  which  he  has  subscribed  while  in  employment, 

or  iQceive  ahns  which  others  are  compelled  to  give.  But  whichever  mode 

be  adopted,  there  is  the  same  distress,  and  the  same  loss  to  society,  just 

aa  the  loss  which  the  Chicago  fire  occasioned  to  the  American  people  was 

in  no  degree  lessened  by  the  fact  that  many  of  the  buildings  were  insured. 

As  population  is  always  pressing  on  the  means  of  subsistence,  it 

feDowB  that  emigration  cannot  of  itself  reduce  the  number  of  inhabitants ; 

aod  we  find  aooordingly  that  those  countries  which  send  out  the  largest 

nmnber  of  emigrants  are  rapidly  increasing  in  population,  and  that  where 

this  is  not  the  case,  but  a  diminution  is  taking  place,  the  country  in 

qaeation  is  either  exporting  food,  or  suffering  from  some  great  calamity 

which  renders  it  more  difficult  to  produce  it.    As  long  as  there  is  the 

same  quantity  of  food  in  a  country,  the  population  must  remain  the 

flame,  and  if  many  persons  leaye  it  every  year,  more  will  be  bom  to  take 

their  pkM)e8,  and  their  departure  relieves  those  whom  they  leave  behind 

from  the  necessity  of  maintaining  them,  and  increases  their  power  of 

Tnaintaining  their  families.    There  is  nothing,  therefore,  surprising  in  the 

fact  that  England  sends  forth  many  thousand  emigrants  every  year,  and 

yet  continues  to  increase  rapidly  in  population,  and,  indeed,  this  very 

emigration  in  some  degree  accounts  for  the  increase.    English  emigrants 

who  settle  in  America  and  Australia  engage  in  fiEurming,  and  send  the 

food  which  they  produce  to  England  in  exchange  for  our  manufactures, 

BO  Hiat  they,  in  fact,  feed  us  while  we  work  for  them,  and  enable  this 

comitry  to  maintain  a  much  larger  population  than  she  could  well  do  if 

lestricted  to  the  products  of  her  own  soil.    Even  when  emigration  takes 

place  on  a  large  scale  in  consequence  of  the  oppression  of  the  Government, 

it  will  not  diminish  population  unless  the  actual  cultivators  of  the  soil 
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leave  the  country.  It  is  probable  that  the  Eevocation  of  the  Edict  of 
Nantes  did  little,  if  anjthing,  to  diminish  the  population  of  France,  sinoe 
the  Huguenots  who  fled  the  oountry  were  chiefly  the  artisans  and  traders 
of  the  towns,  and  that  little  or  no  land  went  out  of  cultiyation,  but  the 
food  which  was  produced  as  usual  enabled  the  Catholics  to  increase  their 
families,  and  repair  the  breach  made  in  the  population.  The  expulsion 
of  the  Moors  from  Spain  probably  had  this  efiect,  for  they  were  the 
actual  tillers  of  the  soil,  though  even  here  the  number  must  have  been 
soon  made  up  again  by  migration  from  other  parts  of  Spain  into  Granada. 
Senor  Garrido,  in  his  ''  Espagne  Gontemperaine,"  gives  the  population  of 
Spain  in  the  reign  of  Philip  the  Second  as  8,000,000,  and  as  16,000,000  at 
the  present  time,  although  he  does  not  think  that  much  reliance  can  be 
placed  on  the  former  number,  or,  indeed,  on  any  which  has  been  published 
by  the  Spanish  Government  until  very  recently.  If,  however,  this  number 
at  all  approximates  to  the  truth,  it  shows-  that  the  population  of  Spain  has 
doubled  since  the  time  of  Philip  the  Second,  although  it  is  even  now  very 
thinly  peopled,  as  it  contains  less  than  half  the  population  of  France, 
although  nearly  equal  in  extent.  This  would  show,  at  least,  that  the 
much  talked  of  decline  of  Spain  is  not  an  absolute  fiBJling  off,  but  a  slower 
progress  when  compared  with  other  countries. 

It  is  difficult  to  say  what  is  the  cause  of  emigration.  It  has  been 
vaguely  ascribed  to  over-population,  but  no  connexion  can  be  established 
between  the  density  of  population  and  the  number  of  emigrants  which  a 
country  sends  forth.  While  Holland,  with  a  population  of  112,  and 
France  with  69  to  the  square  kilometre,  send  out  no  emigrants  worth 
mentioning,  the  largest  numbers  go  from  Germany,  which  has  74,  and 
Ireland,  which  has  68  to  the  same  area.*  If  by  over-population  it  is 
merely  meant  that  the  country  contains  more  people  than  can  obtain  a 
comfortable  maintenance  within  it,  the  explanation  is  little  better  than  a 
truism,  since  the  fact  that  there  is  a  large  emigration  is  the  only  proof 
given  of  the  superabundance  of  population.  The  explanation,  whatever 
it  be,  must  be  sought'  for  in  moral  causes.  If  a  people  are  much 
attached  to  their  native  country,  they  will  rather  take  any  employment  at 
home  than  seek  a  new  one  abroad  ;  if  they  are  enterprising,  they  will 
rather  follow  an  occupation  for  which  they  have  a  preference  in  a  foreign 
country,  than  take  to  any  other  at  home.  In  such  a  country  as  the 
United  States,  where  the  great  majority  of  the  people  are  engaged  in 
^culture,  it  is  natural  that  young  men  should  prefer  to  go  westward 
and  follow  the  occupation  with  which  they  are  familiar  from  cbildhood, 
rather  than  engage  in  manufactures  in  their  native  States.    In  such 

*  In  this  and  the  following  section,  the  numbers,  when  not  otherwise  speoified, 
are  taken  from  the  Almanach  de  Gotha  for  the  year  1872. 
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oomUxiGB  emigration  thoionghly  irorks  itself  into  the  natfonal  habits^ 
and  population  iDcreaaee  most  rapidly,  because  the  ^'  free  hands  "  whom 
OTery  saooeaBiYe  increase  of  food  sets  at  liberty,  employ  themselTes,  not 
in  mann&ctiireB,  but  in  still  farther  increasing  the  quantity  of  food«  It 
18  to  such  countries  that  emigration  takes  place,  for  although  the  natural 
increase  of  births  could  keep  pace  with  the  increase  of  food,  still  the 
inhabitanta  find  it  a  great  advantage  to  receive  full-grown  men  and 
women,  who  are  able,  as  soon  as  they  arrive,  to  perform  services  in  return 
for  the  food  which  they  receive.  Bat  there  is  nothing,  so  Sbo:  as  I  can 
see,  in  their  economic  condition  to  explain  why  France  should  number 
hCT  emigrants  by  hundreds,  and  Qermany  by  teus  of  thousands.  In 
France,  as  elsewhere,  there  are  many  persons  who  have  to  wait  a  long 
time  before  they  can  obtain  an  employment  which  suits  their  fancy,  but 
they  seldom  tMak  of  emigrating  in  these  circumstances,  as  an  Irishman 
or  a  German  would  do.  I  can  only  refer  to  the  character  of  the  people 
to  account  for  this  &ct  If  emigration  became  a  common  practice  in 
France,  it  would  not  diminish  the  population,  nor  would  it  cause  it  to 
increase  more  rapidly  than  it  does  at  present ;  the  only  effect  would  be 
that  Freuch  fiEimilies,  instead  of  consisting  as  they  now  generally  do  of 
two  children  only,  would  contain,  on  the  average,  three,  or  two  and  a 
half,  and  that  some  would  emigrate  when  they  grew  up. 

As  i^ijculture  is  constantly  improving,  and  as  new  means  are 
constantly  devised  for  bringing  poor  land  into  cultivation,  as  well  as  for 
increasing  the  produce  of  that  which  is  ahready  under  tillage,  there  is  in 
every  country  a  constant  tendency  towards  an  increase  of  population. 
In  our  own  time,  this  tendency  is  proved  to  be  actually  triumphing  in 
most  countries,  by  the  unanswerable  evidence  of  statistics,  and  although 
the  same  evidence  shows  that  in  some  countries  the  numbers  are  declining, 
the  loss  in  these  cases  is  &r  outbalanced  by  the  gain  in  the  others.  It 
is  reasonable,  therefore,  to  suppose  that  the  same  process  has  always  been 
going  on,  and  to  look  with  suspicion  upon  all  statements  of  ancient  or 
modem  writers,  to  the  effect  that  the  population  of  Europe,  or  of  any 
considerable  part  of  it,  was  formerly  greater  than  at  present  It  is 
di£9cult  to  speak  seriously  of  Montesquieu's  opinion  that  there  were  not 
upon  the  earth  in  his  time  a  fiftieth  part  of  the  numbers  of  men  who 
were  living  in  the  time  of  Julius  Gsesar.  The  subject  was  fully  discussed 
more  than  a  hundred  years  ago  by  Hume  and  Wallace.  The  former,  in 
bis  masterly  essay  on  the  '^  Populousness  of  Ancient  Nations,"  collected 
with  great  care  dl  the  statements  which  he  could  find  in  the  Greek  and 
Boman  writers  which  bore  in  any  way  on  the  subject  of  population,  and 
showed  how  baseless  they  were  for  the  most  part,  and  how  they 
contradicted  one  another.    Hume  lay  under  the  double  disadvantage  of 
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knowing  neitiher  the  population  of  any  oonntry  of  Europe  in  his  own 
time,  nor  tiiat  of  any  country  in  ancient  times,  and  the  ability  with 
which  he  condacted  his  argument  under  these  circumstanoes  strikingly 
demonstrates  the  great  powers  of  his  mind.  The  oondusion  at  which  he 
arrived  was  that  the  population  of  Europe,  of  France,  and  of  Spain,  was 
much  greater  in  his  time  than  it  had  ever  been  before,  and  though  he 
admitted  that  Greece  and  Syria  might  have  fallen  ofT,  he  threw  doubts 
on  the  very  large  number  which  had  been  attributed  to  theuL  The 
publication  of  his  essay  called  forth  a  reply  from  fiobert  Wallace,  whose 
essay  on  the  '^  Numbers  of  Mankind  in  Ancient  and  Modem  Times"  was 
accompanied  by  an  appendix,  in  which  he  examined  sariaUm  all  Hume's 
arguments,  and  endeavoured  to  refiite  them.  This  work  displays  con- 
siderable learning  and  some  ability,  but  it  is  pervaded  throughout  by 
an  uncritical  credulity  which  affords  a  striking  contrast  to  the  vigorous 
scepticism  of  Hume.  Wallace  accepted  all  the  numerical  statements 
put  forward  by  classical  writers,  although  they  frequ^tly  lived  many 
centuries  after  the  time  of  which  they  wrote,  and  although  Hume  had 
pointed  out  that  mistakes  are  more  likely  to  occur  in  copying  numbers 
than  any  other  portion  of  a  manuscript,  and  that,  therefore,  all  such 
statements  should  be  received  with  extreme  caution.  Wallace  and  other 
writers  suppose  that  the  world  was  more  populous  in  the  time  of  Augustas 
than  it  is  at  present,  the  writers  of  the  Augustan  Age  thought  it  was  less 
populous  then  than  it  had  been  in  what  was  even  then  a  remote  antiquity. 
Diodorus  Siculus  tells  us  that  Western  Asia  was  more  populous  in  the 
time  of  Ninus,  a  personage  who  never  existed,  and  who  was  alleged  to 
have  existed  more  than  a  thousand  years  before  the  time  of  that  historian. 
Of  course  no  one  would  now  place  any  reliance  on  such  a  statement. 
Hume  has  pointed  out  an  error  to  which  persons  who  reason  on  this 
subject  are  liable  to  fall  into,  that  of  regarding  antiquity  as  if  it  wereall 
one  period,  and  of  supposing  that  a  country  was  formerly  more  populous 
because  the  ruins  of  large  cities  are  to  be  found  in  it,  as  if  all  these 
flourished  at  the  same  time.  But  these  ruins  only  show  the  popula- 
tion has  shifted  from  place  to  place,  and  it  has  yet  to  be  proved  that  the 
countries  which  are  now  ruled  over  by  the  Sultan  of  Turkey  and  the 
Shah  of  Persia  are  less  populous  than  they  were  when  they  were  subject 
to  the  ancient  Assyrian  or  Persian  monarchs,  or  even  that  Nineveh  or 
Babylon  were  more  populous  than  modem  Bagdad. 

There  is  another  error  which  is  commonly  committed,  that  of  confound- 
ing the  relative  importance  of  a  town  or  a  State,  when  compared  with  those 
which  flourished  at  the  same  time,  with  its  absolute  importance  compared 
with  the  present  time.  Because  Carthage  had  a  larger  commerce  two 
thousand  years  ago  than  any  other  port  of  the  Mediterranean  had  at 
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dttt  time,  it  hj  no  means  follows  that  it  had  a  greater  oommerce  than 
Tnoig  has  at  present,  bnt  we  think  little  of  Tunis,  because  we  oompare 
ii  with  London  and  Marseilles.  The  ancients  considered  Tyre  an 
importaiit  ciiy,  bnt  Arrian,  a  contemporary  writer,  says  that  when  it 
iras  berimed  by  Alexander,  8,000  persons  were  killed  during  the  siege, 
and  30,000  taken  prisoners  at  the  end,  so  that  the  whole  population 
aooarding  to  him  was  no  more  than  88,000,  so  that  we  should  now 
consider  it  an  insignificant  town,  though  it  may  have  appeared  large  to 
the  inhabitants  of  the  small  towns  of  Greece  and  Italy.  The  ancients 
used  to  register  the  number  of  free  men  who  enjoyed  the  full  rights  of 
cidzenship,  and  where  these  records  are  preserved  they  do  not  show  that 
Greece  or  Italy  weore  more  populous  than  at  present.  From  a  statement 
made  by  Justin  respecting  the  military  force  of  Greece  when  it  sub-* 
nutted  to  Philip  of  Macedon,  Hume  calculated  that  the  country  then 
contained  1,200,000  inhabitants,  while  the  modem  kingdom  of  Greece 
contains  1,457,000,  but  the  correctness  of  the  calculation  is  disputed  by 
WaDaoe,  and  Justin  himself  lived  several  centuries  after  the  time  of 
Philip.  The  complaints  of  the  depopulation  of  Italy  which  were  com* 
mon  in  the  Augustan  Age  had  probably  no  other  foundation  than  the 
oonadidation  of  small  &rms  into  large  ones,  which  diminished  the 
popohtion  of  some  rural  districts. 

The  fact  that  Bome  imported  a  large  quantity  of  com  from  Sicily  in 

the  fimn  of  a  tribute  is  a  tolerably  sure  sign  that  the  population  of  Italy 

was  increasing^  and  nothing  can  be  more  untrustworthy  than  popular 

notions  of  increase  or  decrease  when  unsupported  by  statistics.    The 

helief  that  Egypt  was  formerly  very  densely  peopled  rests  on  the 

authority  of  Herodotus,  who  teUs  us  that  in  the  reign  of  Amasis,  just 

before  the  Persian  conquesb,  it  contained  7,000,000  inhabitants,  and 

20,000  populous  cities.    Both  these  statements  cannot  be  true,  since 

eadi  city  could  only  have  had  on  the  average  850  inhabitants,  without 

leaving  any  for  the  rural  districts.    When  Hume  pointed  this  out, 

WaUaoe  proposed  to  get  over  the  difficulty  by  multiplying  the  former 

nnmber  by  four,  and  supposing  that  Herodotus  spoke  only  of  heads  of 

fiunilies.    Diodoms  Siculud,  who  wrote  some  centuries  after  Herodotus, 

gave  the  population  of  Egypt  in  his  time  as  8,000,000,  but  it  does  not 

appear  that  dther  of  these  writers  had  any  satisfactory  data  for  forming 

an  opinion.  Even  in  our  own  time,  it  is  difficult  to  obtain  with  precision 

the  population  of  Egypt.  . 
Mr.  Lane*  tells  us  that  somewhere  about  1880,  a  calculation  was  made 

by  tddng  the  nnmber  of  houses  and  allowing  a  certain  average  of  inha- 

^  "Hnmers  and  CastaoB  of  the  Modem  Egyptians,*'  6th  ed.,  1860,  pp.  22-24. 
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bitants  to  eadi^and  this  gave  2,400,000  as  the  total  nnmber.  He 
supposes  that  at  the  time  when  he  was  writing  this  number  had  been 
diminished  to  less  than  2,000,000,  but  his  reason  for  thinking  so  is  that 
the  Pasha  had  employed  200,000  men  in  military  servioe  abroad,  and 
this  by  no  means  justifies  Mr.  Lane's  oonclusion.  If  a  large  number 
of  men  are  sent  abroad,  those  who  remain  at  home  wHl  find  it  more  easy 
to  marry  and  bring  up  children;  and,  if  the  quantity  of  food  remains  the 
same,  the  number  of  inhabitants  will  be  the  same;  although,  as 
Malthus  has  pointed  out,  there  will  be  a  greater  proportion  of  children 
to  adults,  and  the  industrial  strength  of  the  country  will  be  diminished 
According  to  the  Almanach  de  Gothi^  the  population  in  1844  was 
8,500,000,  and  until  some  proof  is  brought  forward  we  are  not  bound  to 
admit  that  it  has  ever  been  more  than  this.  I  say  until  some  proof  is 
brought  forward,  for  there  is  nothing  impossible  in  such  a  supposition* 
Mr.  Lane  considers  that  if  all  the  soil  were  cultivated,  and  none  of  the 
food  exported,  the  country  might  support  8,000,000,  and  it  may  be  added, 
that  if  it  were  to  import  food  it  might  contain  a  still  larger  number,  and 
it  may  formerly  haye  pursued  one  or  other  of  these  courses*  It  may 
seem  strange  at  first  sight  to  suggest  that  the  Empire  of  the  Pharaohs 
did  not  contain  more  than  2,000,000  inhabitants,  but  a  State  of  such  a 
size  may  have  greatly  impressed  the  imagination  of  writers  who  were 
only  familiar  with  the  petty  States  of  Greece  and  Italy,  and  the  modem 
Egyptians  might,  if  their  religion  permitted,  produce  sculptures  and 
paintings  .in  which  Sir  Samuel  Baker's  expedition  should  be  made  to 
assume  as  extravagant  proportions  as  the  conquests  of  Barneses.  Simi- 
larly, until  some  better  statistics  are  brought  forward  than  any  which 
have  yet  been  produced,  we  are  not  bound  to  admit  that  ^dly  or 
Syria  has  ever  been  more  populous  than  at  present. 

When  a  country  is  so  fully  occupied  that  there  is  little  waste  land  to 
bring  under  cultivation,  the  agricultural  population  cannot  materially 
increase  in  numbers,  but  every  improvement  which  makes  their  labour 
more  efficient  increases  the  number  of  those  who  are  disposableifor  manu- 
factures and  commerce.  This  is  exemplified  in  the  case  of  France, 
where  it  appears  that  the  number  of  persons  engaged  in  agriculture  is 
about  the  same  now  as  it  was  in  1789;  namely,  about  20,000,000,  while 
the  total  population  has  increased  from  26,000,000  to  86,000,000.  Some 
writers  have  assumed  that  a  great  and  sudden  increase  was  the  imme- 
diate effect  of  the  Kevolution  of  1789;  but  I  have  not  been  able  to 
discover  any  satisfactory  grounds  for  this  opinion.  Michelet,  for  instance, 
is  fond  of  saying  that  the  Revolution  gave  10,000,000  of  people  to 
France,  and  this  is  so  far  true  that  the  population  of  the  country  has 
increased  fy>  that  extent  since  1790;  but  some  proof  is  required  that  it 
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was  mcareasmg  less  rapidly  before  that  time,  in  order  that  we  may  set 
down  the  Bevohition  as  the  cause.    A  census  was  taken  in  1790,  which 
showed  thai  the  oountrjr  had  then  contained  26,500,000,  and  in  1815 
they  had  increased  to  29,500,000,  being  at  the  rate  of  120,000  per 
annton.    Between  1815  and  1847,  the  increase  was  6,000,000,  or  about 
200,000  per  annum.    M.  de  LaTergne  therefore  assigns  the  Restoration 
as  the  epodi  of  a  marked  improvement  in  the  prosperity  of  the  country, 
and  his  view  is  certainly  more  in  accordance  with  the  figures.    He  teUa 
us  that  Necker  a  few  years  before  the  Sevolution  estimated  the  annual 
increase  at  182,000.    Sir  William  Petty,  a  century  earlier,  had  estimated 
the  whole  population  at  14,000,000;  and,  if  this  were  correct,  the  annual 
.  increase  from  his  time  down  to  the  Revolution  must  have  been  nearly 
120,000  on  the  average.    I  do  not  know  whether  either  of  these  esti- 
mates is  to  be  depended  on,  but  they,  at  least,  require  to  be  disproved 
before  we  can  accept  vague  statements  respecting  the  slowness  of  the 
rate  of  progress,    l^he  fact  that  the  population  of  France  increased  by 
3,000,000  between  1790  and  1815,  although  she  was  engaged  in  war 
during  nearly  the  whole  of  that  period,  shows  how  great  a  mistake  it  is 
to  suppose  that  the  destruction  of  life  in  sieges  and  battles  must  of 
neoessity  diminish  the  poptdation  of  a  country.    This  destruction  takes 
place  chiefiy  among  able-bodied  men,  and  as  the  number  of  women  is 
but  littie  diminished,  those  men  who  are  left  behind  find  it  more  easy  to 
many,  and  as  it  seldom  happens  that  so  large  a  draft  is  made  on  the 
people  as  not  to  leave  enough  for  the  cultivation  of  the  soil,  the  same 
quantity  of  food  is  produced,  and  an  increase  of  births  fills  up  the  gap 
which  war  has  created.    M.  de  Lavergne*  introduces  a  difficulty  into 
the  qnaition  by  telling  us  that  the  calculation  made  by  Ghaptal  in  1815, 
of  the  amount  of  the  agricultural  -produce  of  France,  gives  the  same 
quantity  as  that  of  Levoisier  in  1790,  and  that  both  are  correct.    If  the 
quantity  of  food  was  the  same  at  both  periods,  it  seems  strange  that  the 
number  of  inhabitants  should  have  increased  by  8,000,000,  though  it  is 
poflsible  that  the  great  extension  of  the  boundiuies  of  France  which  was 
effected  by  Napoleon  may  have  enabled  the  country  to  import  food 
from  Belgium  and  other  counkies  with  which  it  did  not  formerly  enjoy 
free  trade;  but  if  this  be  so,  France  must  have  produced  a  very  much 
larger  quantity  of  food  immediately  after  the  peace,  since  its  population 
did  not  Ml  off,  but,  on  the  contrary,  increased  Whether  this  was  so,  or 
wbeth»  either  or  both  of  these  calculations  were  incorrect,  I  am  not  in 
a  podtion  to  determine.    The  more  rapid  increase  during  the  period 
1815— -1847,  was  the  natural  result  of  the  return  to  peaceful  industry; 

*  *<  Soon.  Eur.  de  Fraa./*  p.  ^8. 
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but  the  very  slight  increase  dnring  the  next  ten  years,  which  was  not  on 
the  average  more  than  60,000  per  annnm,  has  excited  some  surprise.  It 
would  seem  to  be  piindpallj  due  to  the  diseases  which  attacked  the 
potato,  the  vine,  and  the  silkworm ;  for  it  mnst  be  remembered  that  a 
country  like  France,  in  which  more  than  half  the  people  are  engaged  in 
agriculture,  and  which  suppUes  itself  with  food,  is  more  liable  to  suffer 
from  the  vicissitudes  of  the  seasons  than  a  country  like  England,  whioh 
draws  its  supplies  from  all  parts  of  the  world,  and  gives  its  manu£u> 
tured  products  in  exchange.  The  population  of  France  is  now  some- 
what diminishing,  and  attempts  have  been  made  to  explain  this  by 
reference  to  the  conscription,  but  this  is  obviously  inadequate,  as  we  have 
seen  how  small  was  the  effect  of  the  wars  of  the  Bepublic  and  of  the 
Empire.  Ab,  however,  but  a  small  portion  of  the  soil  of  France  ia 
employed  in  growing  cereals,  we  ought  not  perhaps  to  expect  a  n^id 
increase  of  its  already  large  population,  and  the  French  may  find  it 
more  profitable  to  export  wine  into  England,  and  import  our  doth  and 
hardware,  than  to  grow  wheat  and  support  their  own  people  in  mann&o- 
turing  them  at  home. 

The  population  of  England  and  Wales  has  been  rapidly  and  steadily 
increasing  during  the  present  century.  Very  exaggerated  notions  have 
been  and  are  still  entertained  respecting  the  effect  of  the  Gom  Laws  in 
preventing  this  progress.  It  has  been  said  that  they  "  cursed  the  country 
with  a  perpetual  dearth,"  but,  in  reality,  they  did  not,  and  could  not  do 
any  such  thing.  They  did,  in  a  great  measure,  restrict  this  country  to 
the  produce  of  its  own  soil,  since  they  prevented  the  importation  of 
foreign  com  except  in  time  of  scarcity,  but  they  did  not  prevent 
agricultural  improvements,  nor  the  increase  of  populations  nor  the 
development  of  manufactures,  and,  indeed,  it  was  the  powerful  mannfao- 
turing  interest  which  had  grown  up  under  the  Gom  Laws  which  at  length 
acquired  sufficient  strength  to  sweep  them  away.  As  the  true  nature  of 
the  Gom  Laws  is  not  generally  known,  it  may  be  well  to  explain  what 
they  were  and  what  effect  they  produced.  The  Com  Law  of  1828 
prohibited  the  importation  of  wheat  until  the  ''Gazette"  average  price 
for  a  number  of  weeks  had  reached  a  point  equivalent  to  28f.  the 
hectolitre,  when  its  importation  was  permitted  on  tiie  payment  of  a  duty 
of  8£  50o.  the  hectolitre.  As  the  price  rose,  the  duty  fell,  until  the 
former  reached  81f.,  at  and  after  which  point  the  duty  was  only  4Sc.  the 
hectolitre.  28f.  was  far  beyond  the  ordinary  price,  and  during  the 
years  1882  to  1886  inclusive,  the  average  price  of  the  year  was  never 
more  than  28f.,  and  during  ahnost  the  whole  of  that  period  our  ports 
were  closed  against  foreign  supplies,  yet  the  population  of  the  country 
steadily  increased  during  that  period.    It  cannot  be  said,  therefine,  that 
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tiie  Com  LawBy  as  a  general  rale,  made  com  dear,  or  that  they  preyented 
US  from  obtaming  an  increased  quantity. 

The  real  effect  of  the  law  was  to  produce  exoeflaive  fluctuations  of 
price  in  years  of  scarcity,  since,  if  we  had  not  enough  toj  supply  our 
wan<B,  it  was  necessary  tiiat  the  price  should  rise  to  28f.  before  we  could 
obtain  any  firona  abroad,  whil^  but  for  the  law,  we  might  have  obtained 
fresh  supplies  when  the  price  was  no  more  than  20f.  the  hectolitre. 
Although  foreign  wheat  could  not  be  entered  for  home  consumption 
unless  the  price  was  as  high  as  28f.,  it  might  be  stored  up  in  bond ;  that 
is,  placed  in  warehouses  in  our  ports  for  as  lon^  a  time  as  the  owners 
chose,  without  paying  any  duty,  and  while  in  bond  might  be  sold  over 
and  oyer  again.  There  was  generally  a  large  supply  in  this  state,  some 
of  which  was  often  kept  for  months  or  even  years  before  it  could  be 
brought  into  the  raterior  of  the  country.  When  the  price  was  seen  to 
be  rising  towards  28f.,  the  com  in  bond  became  an  object  of  speculatioUi 
and  it  was  the  interest  of  the  speculators  to  hold  it  back  until  the  price 
rose  to  81f.  when  the  duty  reached  its  lowest  point,  and  their  profit 
became  the  highest  possible.  If,  for  instance,  the  importer  had  paid  14f. 
the  hectolitre,  and  sold  it  when  the  price  was  28f.,  he  had  to  pay  a  duty 
of  8^,  and  his  profit  was  only  5^,  but  if  he  waited  until  the  price  rose  to 
dlf.,  the  duty  fell  to  48c.,  and  he  obtained  a  profit  of  more  than  IG^f. 
on  each  hectolitre.  Thus  it  frequently  happened  that  when  the  price 
rose  to  81f.,  so  large  an  importation  took  place  as  to  produce  a  great  fall 
in  the  price,  and  thus  cause  the.  ports  to  be  closed  against  all  further 
fiuf^es*  These  effects  of  the  law,  which  were  often  curious,  have  been 
My  described  in  Tooke's  "  History  of  Prices."  The  chief  evil  which 
Uiey  produced  was,  that  they  introduced  such  uncertainty  into  the  com 
trade  that  com  could  not  be  regularly  grown  in  other  countries  to 
supply  the  English  market,  and  this  must  have  tended  to  aggravate  the 
scarcity  pioduced  by  a  bad  harvest.  Since  the  repeal  of  the  Com  Laws, 
England  has  become  a  regularly  importing  country,  and  draws  its  sup- 
phes  tsom  all  parts  of  the  world.  The  increase  of  her  population  now 
depends  on  the  progress  of  agricultural  improvements  throughout  the 
world,  and  the  great  density  of  her  population,  which  amounted  in  1871 
to  150  to  the  square  kilometre,  ia  due  to  the  fact  that  her  people  are 
^ligaged  in  manufacturing  and  mining  operations,  which  require  much 
less  space  than  agriculture  in  proportion  to  the  number  of  people  em-* 
ployed.  If  at  some  friture  time  the  world  should  find  it  more  convenient 
to  cany  on  its  manufactures  in  some  other  country  than  England,  the 
population  of  the  latter  may  be  diminished,  but  it  would  be  rash  to  say 
that  this  result  must  follow  on  the  exhaustion  of  our  coalfields.  It  was 
once  believed  that  England  would  be  mined  if  the  supply  of  cotton  were 
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cat  off,  bat  when  this  event  actnally  took  place  the  conntrj  still  oontinned 
to  increase  in  wealth  and  population,  although  there  was  great  distress  in 
some  districts.  As,  therefore,  we  cannot  foresee  the  industrial  condition 
of  the  world  at  the  time  when  our  coalfields  shall  be  ezhaosted^  we 
cannot  tell  whether  it  will  still  be  necessary  for  the  world  to  supply 
England  with  food  in  order  that  she  may  carry  on  some  new  branch  of 
indostry. 

Ireland  presents  us  with  a  remarkable  contrast  to  England,  and  with 
a  well-authenticated  instance  of  a  diminution  of  population  continoing 
for  a  long  period.  In  1841  ifc  oontamed  8,000,000  of  inhabitants,  bat 
these  had  been  reduced  in  1851  to  less  than  7,000,000,  and  in  1871  to 
less  than  5,500,000.  Those  who  believe  that  the  populousness  of  a 
country  depends  on  the  character  of  its  Qovemment  may  think  that  this 
case  confirms  their  views,  and  that  this  diminution  is  due  to  English 
tyranny.  But  if  we  extend  our  view  over  a  longer  period,  we  find  that 
the  population  was  always  increasing  up  to  1841,  and  it  cannot  be  said 
that  the  Oovemment  of  England  has  become  more  tyrannical  smce  that 
date  than  it  was  before.  Indeed,  there  has  never  been  any  dispute  that 
the  potato  blight  was  the  prime  cause  of  the  diminution,  and  this  was  an 
evil  which  the  Oovemment  had  no  power  to  prevent,  although  much 
might  have  been  done  to  mitigate  it  by  better  rulers.  It  was  physically 
impossible  to  obtain  the  usual  quantity  of  food  from  the  soQ,  md  the 
people  were  forced  to  starve  or  emigrate.  The  diminution  which  has 
taken  place  since  1851  cannot  be  referred  to  the  potato  blight,  but  is 
obviously  due  to  some  permanent  cause.  Emigration  is  insufficient  to 
account  for  it,  since  it  does  not  produce  this  effect  in  England  or 
(Germany,  and  during  the  ten  years  1861-71,  the  population  of  Ireland 
only  diminished  by  300,000,  while  it  sent  forth  800,000  emigrants. 
We  can  only  account  for  the  diminution  by  supposing  either  that  some 
land  has  gone  out  of  cultivation,  or  that  a  greater  quantity  of  food  has 
been  exported. 

Ireland  does  export  com  and  cattle,  but  not  in  such  large  quantities 
as  to  account  for  such  a  falling  off  in  the  population.  It  is,  however, 
well  known  that  a  great  extent  of  arable  land  has  been  converted  into 
pasture,  and  this  is  sufficient  to  account  for  a  great  diminution  of  the 
population,  as  much  fewer  labourers  are  required  to  tend  cattle  than  to 
till  the  ground.  The  repeal  of  the  Com  Laws  was  the  principal  cause 
of  the  change,  for,  before  their  repeal,  there  was  an  artificial  inducement 
held  out  to  Irish  fiumers  to  raise  com  for  the  English  market.  If 
it  be  considered  that  Free  Trade  has  proved  a  curse  to  Ireland,  it  should 
be  bome  in  mind  that  the  population  though  numerous  were  miserably 
poor,  and  that  the  country  is  better  fitted  by  nature  for  pasture  tiiaii  for 
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tillage.  The  &mine,  though  it  was  the  occaaioB,  was  not  th^  cause  of 
the  depopulation,  which  wonld  have  taken  place  in  any  case  when  once 
the  Corn  Laws  had  been  repealed.* 

How  great  soever  the  improTements  may  be  which  agricnlture  is 
destined  to  receive,  there  must  at  length  come  a  time  when  the  earth 
will  refuse  to  yield  an  increased  quantity  of  food,  and  when  this  happens 
it  will  be  impossible  for  the  numbers  of  mankind  to  increase.  We  cannot 
foresee  what  their  number  will  then  be,  but  the  limit  must  be  reached 
long  before  it  is  so  great  as  not  to  allow  them  standing  room.  Some 
writers  speak  as  if  this  incapacity  for  further  increase  would  be  a  great 
calamity,  but  there  is  no  apparent  reason  for  entertaining  such  an  idea. 
The  simple  effect  would  be  that  each  married  couple  would  only  produce 
on  the  avenge  between  two  and  three  children,  and  France  at  the 
present  time  exhibits  a  state  of  things  somewhat  similar  to  this.  Large 
fiuniUes  are  much  less  common  in  France  than  in  England,  and  the 
families  of  the  upper  and  middle  classes  commonly  consist  of  two  children 
only.  Yet  nobody  considers  that  the  French  are  to  be  pitied  on  that 
account,  and^  although  their  numbers  are  slowly  decreasing,  they  are 
rapidly  adopting  new  methods  of  increasing  the  comfort  which  they 
already  enjoy.  Mr.  Herbert  Spencer  f  considers  that  as  the  expenditure 
of  energy  in  procreation  is  brought  to  a  minimum,  more  energy  will  be 
disposable  in  other  ways,  and  that  this  very  fact  must  of  necessity 
increase  the  intellectual  and  moral  capacities  of  the  race.  The  time 
may  come  when  the  human  race  will  be  unable  to  obtain  a  sufficient 
supply  of  food,  and,  indeed,  unless  some  cause  not  now  known  to  be  in 
operation  interferes,  the  forces  now  at  work  in  the  solar  system  must  at 
some  future  time  produce  this  catastrophe.  That  a  kitchen  fire  wiU  go 
out  unless  fresh  coals  are  put  on  is  not  more  certain  than  that  the  sun 
will  bum  out  unless  it  is  perpetually  supplied  with  fresh  fuel,  and  we  do 
not  at  present  know  any  source  from  which  an  inexhaustible  supply  can 
be  procured.  With  the  extmction  of  the  sun's  light  and  heat,  vegetable 
life  and  animal  life,  which  depends  upon  it,  must  cease  on  the  globe. 
But  it  would  be  a  mere  quibble  to  say  that  the  extinction  of  the  human 
race  would  be  the  consequence  of  over-population,  since  the  same  result 
would  follow  whether  the  world  was  fdlly  peopled,  or  whether  it  only 
contained  a  single  human  being.  There  can  never  be  more  human  beings 
in  the  world  than  there  is  food  to  support,  and  no  increase  or  decrease 
of  their  numbers  can  render  them  more  or  less  liable  to  extinction  fh)m 
the  want  of  it. 

*  See  the  Fragments  on  Ireland  in  Caimes'  Folitioal  EsBays,  1873. 
t  See  the  chapter  on  Human  Population  in  the  Future  in  the  2nd  vol.  of  his 
"Principles  of  Biology." 
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CHAPTER  V,— LAND. 

NATUBAL  ADVANTAGES— DIFFBBBNOBS  OF  FEBTIUTY— SYSTEMS  OP 
LANDED  TSNUBE. 

The  differences  in  the  amoant  of  wealth  possessed  by  different  countries 
are  chiefly  due  to  differences  in  the  efficiency  of  their  labour  or  in  the 
amount  of  their  capital,  or,  in  other  words,  in  the  ^kill  and  knowledge  of 
the  people,  or  in  their  number.  But  there  are  still  other  differences,  which 
are  due  to  the  natural  advantages  or  disadvantages  which  the  physical 
condition  of  a  country  affords  to  its  inhabitants.  Under  the  word  land 
I  mean  to  comprehend  all  the  assistance  which  the  soil,  the  climate^  or 
physical  conformation  of  a  country  affords  to  the  labour  of  man.  In 
this  sense  the  land  must  be  admitted  to  exercise  an  important  influence 
in  determining  the  degree  of  civilisation  to  which  a  people  may  attain, 
and  the  length  of  time  which  they  will  require  in  order  to  attain  to  it. 
It  has  often  been  remarked  that  all  the  ancient  seats  of  civilisation  were 
situated  in  alluvial  plains,  watered  by  large  rivers,  such  as  the  Ganges, 
the  Tigris,  and  the  Nile.  This  &ct  is  partly  explained  by  the  fertility 
which  those  rivers  bestowed  on  the  surrounding  soil,  which  enabled  the 
inhabitants  to  obtain  food  with  much  less  labour  than  the  people  of 
other  countries  could  do.  This  enabled  them  at  a  much  earlier  period 
to  employ  a  portion  of  their  number  in  other  occupations  than  that  of 
raising  food,  and  manufactures  and  commerce  were  the  natural  result. 
Perhaps,  however,  the  most  important  service  which  the  rivers  rendered 
was  that  of  reducing  the  labour  necessary  for  conveying  goods  fix)ni 
place  to  place.  Even  where  the  soil  is  not  more  fertile,  the  possession  of 
advantages  in  the  means  of  conveyance  will  enable  a  people  to  produce 
more  than  another  people  who  are  similarly  circumstanced  in  all  other 
respects.  Where  there  is  a  great  difficulty  in  conveying  goods  from 
place  to  place,  food  must  always  be  raised  in  the  immediate  vicinity  of 
those  who  are  to  consume  it ;  .but  if  a  good  system  of  communication 
exists,  the  raising  of  food  may  be  confined  to  those  localities  which  are 
best  suited  to  it,  and  it  may  be  conveyed  to  other  places  and  support  the 
people  who  are  employed  in  producing  other  things.  This  principle  may 
be  illustrated  by  reference  to  many  parts  of  India,  where  the  want  of 
roads  is  a  great  obstacle  to  the  spread  of  cotton  culture.  There  is  much 
land  which  might  be  used  for  growing  cotton,  but  the  people  cannot  use  it 
in  this  way,  because  they  would  not  then  be  able  to  grow  food  for  themselves 
or  to  obtain  it  from  ^  distance.    Each  district  is  therefore  obliged  to  pro- 


Digitized  by  VjOOQIC 


KATUBAL  ADTAHTAGBB.  83  ' 

I 


dace  itB  own  food,  and  by  doing  so  exposeB  itself  to  the  danger  of  &miue 
in  the  event  of  a  bad  harveet.  Bailways  have  fU9  j^t  done  little  to  rescuQ 
India  torn  these  fearfnl  cfdamities,  for  there  is  still  a  deficiency  of  roads 
wUdi  are  necessary  for  conveying  food  or  other  commodities  from  the 
railway  stations  to  the  people  who  reqnire  them.  Thus  the  difiSculty  of 
oonTcjanoe  prevents  commerce  from  springing  up,  and  the  want  of 
commeroe  prevents  the  development  of  good  means  of  communication, 
and  the  people  of  India  must  require  a  long  time  to  get  over  this 
diffioolty.  Those  who  dwell  on  the  banks  of  the  Nile  or  the  Ganges, 
have  a  natural  road  provided  for  them,  and  thus  one  of  the  great  im- 
pediments to  the  progress  of  industry  is  removed.  Egypt  and  Northern 
India,  therefore,  were  rich  and  civilised  when  Northern  Europe  was  poor 
and  barbarous,  because  it  was  more  easy  for  men  to  produce  wealth  in 
the  former  countries,  and  a  shorter  time  was  requisite  for  them  to 
aocamulate  suffiddbt  food  to  maintain  the  population  of  large  cities. 
Where  a  country  is  so  barren  that  the  labour  of  one  man,  however 
fikilflilly  conducted,  cannot  produce  more  food  than  is  sufficient  for  him* 
Edf  and  as  many  children  as  are  necessary  to  keep  up  the  number  of  the 
inhabitants,  no  marked  improvement  in  the  condition  of  the  people  can 
be  worked  out  by  their  own  unassisted  efforts.  The  Bedouins  can  never 
rise  above  their  present  state  of  barbarism,  unless  some  method  is  dis- 
oorered  rf  obtaining  more  produce  from  the  soil  of  the  desert,  or  unless 
they  are  conquered  by  some  of  their  more  fortunate  neighbours,  and 
are  allowed  to  share  in  the  industrial  and  intellectual  advantages  which 
other  nations  have  acquired  by  a  long  course  of  industry.  But  if  we 
except  such  extreme  cases  as  the  deserts  of  Arabia  and  Africa,  and  the 
icy  regions  of  the  Arctic  circle,  we  do  not  in  general  see  much  connec- 
tion between  the  natural  resources  of  a  country  and  the  wealth  which  it 
now  enjoys.  The  wealth  of  England  is  attributed  to  the  fact  that  it 
posBesses  coal  and  iron  mines  in  dose  proximity  to  one  another,  which  . 
gires  the  people  a  great  advantage  in  carrying  on  manu&ctures.  But 
other  countries  which  are  equally  well  provided  with  mines  are  neither 
80  populous  nor  so  wealthy  as  England,  and  the  mines  which  England 
now  possesses  have  been  there  for  untold  ages  before  the  earliest 
time  to  which  the  traces  of  the  presence  of  man  in  this  island  can  be 
referred.  It  is  the  progress  of  agriculture  which  has  enabled  the  country 
to  support  a  large  population  engaged  in  manufacturing  and  mining 
operations,  and  even  if  we  had  no  mines  these  people  would  find  some 
occapation.  The  insular  situation  of  England  must  always  have  been 
aa  advantage,  since  it  frunished  her  people  with  a  ready  means  of  com- 
mtmication  with  one  another  and  with  foreigners,  and  the  sea  has  done 
for  England  much  of  what  the  Nile  has  done  for  Egypt. 
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Not  only  are  there  great  diiferenoes  between  the  natural  advantages 
enjoyed  by  different  countries,  but  the  different  parts  of  the  same  conntry, 
however  small  it  may  be,  differ  fix)m  one  another  in  fertility  and  in  all 
other  circmostances  which  relate  to  the  business  of  production.  That 
different  farms  in  the  same  parish,  and  that  different  parts  of  the  same 
&rm  differ  in  fertility  is  a  fact  so  well  known  that  I  need  not  bring 
any  evidence  to  prove  it,  and  it  is  a  fact  on  which  much  of  the  reasoning 
in  Political  Economy  depends.  To  say  that  different  pieces  of  land 
differ  in  fertility  is  the  same  thing  as  saying  that  in  some  of  them  more 
labour  is  necessary  to  obtain  the  same  product  than  is  required  in  others. 
It  is  also  a  well-known  fact  that  the  quantity  of  produce  which  can  be  got 
from  a  given  piece  of  ground  is  limited,  although  improvements  of 
various  kinds  may  considerably  increase  the  quantity  which  it  at  present 
yields.  If  it  were  not  so,  as  Senior  says,  one  &rm  might  feed  all 
England.  By  drainage,  or  the  employment  of  greater  quantities  of 
manure,  the  yield  of  wheat  per  hectare  may  be  doubled  or  trebled, 
but  there  must  be  a  limit  to  the  number  of  plants  whieh  a  given  space  of 
ground  can  support,  and  when  this  is  reached  no  amount  of  industry 
can  increase  the  yield.  In  such  a  country  as  the  United  States,  where 
the  farmers  have  an  immense  range  of  choice,  they  cultivate  none  but 
the  best  soils,  because  by  doing  so  they  can  obtain  wealth  with  the  least 
possible  labour.  Where  the  commercial  advantages  are  equally  balanced 
between  bringing  fresh  land  into  cultivation  and  bestowing  more  labour 
on  the  improvement  of  those  abeady  cultivated,  a  great  number  of  men 
prefer  the  former  course.  The  same  outlay  of  labour  may  produce  the 
same  yield  whether  it  is  expended  on  the  old  land  or  the  new,  but  in  the 
former  case  there  will  not  be  so  many  persons  actuaDy  eng^ed  in 
agriculture  as  in  the  latter.  If  the  improvement  be  effected  by  means 
of  drainage  or  by  the  use  of  artificial  manure,  labourers  would  be  em-  i 
ployed  in  making  the  drainage  pipes,  or  in  preparing  the  manure,  or  in  i 
bringing  it  from  a  distance.  Their  labour  would  be  most  usefid  to  the  I 
farmers,  but  they  will  not  be  actually  employed  in  farming.  The 
occupation  of  &rming  is  so  agreeable  that  it  is  followed  by  many  persons 
without  regard  tO  pecuniary  advantages,  and  among  a  nation  of  &rmers 
such  as  the  Americans  it  is  thought  better  to  employ  nearly  the  whole 
energy  of  the  people  in  cultivating  the  soil,  and  to  obtain  manufactured 
articles  from  other  countries  in  exchange  for  their  raw  produce.  When 
a  country  is  so  fiilly  peopled  that  there  is  little  waste  land  to  bring  under 
cultivation,  it  is  necessary,  in  order  that  further  progress  may  take  place, 
to  employ  more  labour  in  increasing  the  produce  of  the  old  land. 
Efforts,  too,  are  constantly  made  to  improve  the  means  of  transport, 
and  so  reduce  the  labour  required  for  bringmg  the  produce  to  market. 


Digitized  by  VjOOQIC 


SYSTEMS  OF  LANDED  TENUEE.  85 

If  tiwo  fittmfly  whicli  are  alike  in  other  respects,  are  situated  at  different 
difltsDoeB  ftom  tibe  town  to  which  their  prodace  is  carried,  it  is  evident 
that  what  is  procmed  ftom  the  nearer  of  the  two  will  be  procured  with 
len  labour.  It  is  equally  evident  that^if  two  farms  are  equally  distant 
fiom  the  town,  the  produce  of  the  more  fertile  will  be  procured  with  less 
labour  than  that  of  the  other.  Similar  differences  manifest  themselyes 
in  the  prodiictiyenefls  of  different  mines,  and  it  is  obvious  that  the  greater 
tbe  depth  to  which  a  mine  is  worked,  the  greater  must  be  the  labour 
neoeBBaiy  to  extract  the  metal  or  other  substance  which  it  contains.  As 
eTerybody  desires  to  obtain  wealth  by  the  least  possible  labour,  men 
begin  by  cultivating  the  most  fertile  soils  and  by  working  the  most  pro- 
ductive mines,  and  proceed  by  degrees  to  the  inferior  ones.  It  is  evident, 
therefore,  that  other  thiugs  being  equal,  a  large  increase  of  the  quantity 
of  raw  produce,  whether  vegetable  or  mineral,  can  only  be  obtained  by 
the  expenditure  of  a  greater  quantity  of  labour  in  proportion  to  the  yield, 
diioe  it  must  be  necessary  to  work  in  less  favourable  circumstances. 

Although  similar  differences  are  to  be  found  in  the  comparative 
advantages  of  different  manufactories,  these  are  not  so  important  as  those 
which  prevail  in  those  branches  of  industry  which  have  just  been 
oonsid^ied.  A  manufactory  on  the  banks  of  a  river,  the  water  of  which 
can  be  used  to  turn  its  machinery,  is  in  a  better  position  than  one  where 
Bteam  power  must  be  used,  and  a  manufactory  which  is  near  to  a  port  or 
agoodline  of  railway  is  better  off  than  one  which  is  situated  in  a  district 
remote  from  a  large  centre  of  population.  But  these  differences  are  not 
of  80  much  importance,  because  manufactories  take  up  less  room  and  can 
more  easily  be  confined  to  the  localities  which  are  best  suited  to  them^ 
while  agriculture,  by .  its  very  nature,  requires  considerable  space, 
and  mining  operations  can  only  be  carried  on  in  those  places  where  the 
materials  have  been  deposited  by  the  operation  of  natural  causes. 

Thore  has  been  much  controversy  of  late  years  respecting  the  merits 
of  different  systems  of  landed  tenure;  but  the  question  is  not  one  which 
it  is  within  the  province  of  the  present  work  to  decide.  Political 
Econ<any,  as  its  name  implies,  originally  meant  the  art  of  disposing  of 
the  resources  of  a  state  to  the  best  advantage;  yet  such  are  the  changes 
to  which  words  are  subject,  that  the  writers  of  the  present  time  generally 
Hp^  iim  name  to  the  science  of  wealth,  and  consider  political  questions 
aa  more  or  less  excluded  from  their  view.  Adam  Smith  devoted  one  of 
his  five  bocks  to  the  consideration  of  different  systems  of  "  Political 
Eoonong^,"  and  the  remaining  four  to  the  science  of  wealth,  yet  since 
the  poUication  of  his  worl^  the  subject  to  which  he  devoted  the  greater 
portion  of  it  has  assumed  the  title  which  he  applied  to  the  smcdler 
portioii,  and  because  it  was  seen  that  a  knowledge  of  the  laws  of  the 
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production  of  wealth  was  necessary  to  the  oonBtruction  of  good  political 
institutions,  the  science  which  explains  these  laws  has  taken  the  place 
and  assumed  the  name  of  the  art  to  which  it  forms  the  necessary  intro- 
duction, I  am  only  following  t^e  usage  of  contemporary  writers  when 
I  say  that  Political  Economy  has  only  to  point  out  the  effects  of  different 
systems  of  landed  tenure,  and  not  to  decide  which  of  them  is  the  best. 
I  have  before  stated  that  the  question.  What  is  the  best  size  for  a 
farm?  is  one  of  practice  and  not  of  theory,  and  the  question,  What  is  the 
best  size  for  an  estate?  is  one  which  it  is  utterly  impossible  to  answer  on  ~ 
theoretic  grounds.  In  the  first  place,  the  question  never  has  been  or  can 
be  argued  solely  with  reference  to  the  production  of  wealth,  and  the 
political  and  social  advantages  of  different  systems  cannot  be  discussed 
here.  In  the  second  place,  if  we  look  only  to  the  production  of  wealth. 
Political  Economy  can  only  show  the  tendencies  of  different  systems,  and 
cannot  decide  how  far  these  may  prevail,  or  be  counteracted  in  practice. 
Other  things  being  the  same,  that  system  would  be  the  best  which  gave 
the  cultivator  the  strongest  inducement  to  make  improvements,  and  this 
argument  would  tell  strongly  in  favour  of  peasant-proprietorship,  i.e., 
the  system  under  which  each  labourer  is  the  actual  possessor  of  the  land 
which  he  cultivates,  and  receives  the  whole  of  the  produce.  Where  the 
labourers  have  to  share  the  produce  with  capitalists,  or  with  landlords, 
the  motives  to  industry  are  in  some  degree  weakened,  since  the  labourer 
does  not  receive  the  full  benefit  of  it,  and  a  slight  saving  which  he 
might  consider  worth  making  on  his  own  account,  seems  to  be  not  worth 
the  trouble  when  the  benefit  is  to  be  wholly  or  partly  enjoyed  by  others. 
It  is  noticed,  accordingly,  that  the  land  is  most  carefully  tilled  where  the 
peasants  are  themselves  the  proprietors,  as  in  Belgium,  and  in  some  parts 
of  France ;  but  the  system  which  generally  prevails  in  England,  under 
which  many  farms  belong  to  a  wealthy  landlord  who  does  not  himself 
cultivate  them,  has  also  some  advantages  which  compensate  for  the  less 
careful  attention  which  is  bestowed  upon  them.  A  rich  man  has  more 
opportunities  of  learning  what  improvements  have  been  introduced  into 
agriculture  in  other  districts  than  that  in  which  he  resides,  and  he  is 
better  able  to  make  experiments  to  test  the  utility  of  novel  suggestions. 
Where  landlords  have  the  power  of  raising  their  rents  so  as  to  appro- 
priate to  themselves  the  benefit  of  improvements  effected  at  the  expense 
of  their  tenants,  they  are  generally  restrained  firom  doing  so  by  their 
own  sense  of  duty,  or  by  public  opinion;  and  the  cases  in  which  they 
oxert  their  power  are  too  exceptional  to  have  much  effect  in  deterring 
tenants  from  making  improvements.  It  must  be  remembered,  too,  that 
landlords  themselves  frequently  spend  enormous  sums  in  draining  and 
otherwise  improving  the  land.    It  is  not  merely  untrue,  but  ridiculous. 
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to  say  that  the  fact  that  the  land  of  England  is  generally  held  in  large 
estates  {ffeyents  a  constant  and  rapid  succession  of  agricultural  improve- 
ments.  It  is  equally  untrue  to  say  that  the  large  number  of  small 
estates  in  France  prevents  the  progress  of  improvement  in  that  countiy. 
Whether  fiEuming  is  more  skilfdlly  conducted  in  France  or  in  England  is  a 
qneistion  which  agriculturists  alone  are  competent  to  decide;  but  if  their 
decision  were  unanimous,  it  would  in  no  way  decide  the  question  whether 
the  system  of  landed  tenure  was  the  cause  of  the  difference,  since  there 
are  so  many  circumstances  which  have  at  one  time  or  other  tended  to 
accelerate  or  retard  the  progress  of  the  two  countries.  Nothing  can  be 
more  reprehensible  than  the  miserable  spirit  which  makes  Englishmen 
and  Frenchmen  think  that  they  cannot  praise  their  own  system  without 
abasing  that  which  prevails  on  the  other  side  of  the  channel.  We  ought 
to  regard  other  nations  not  as  inferior  but  as  simply  different;  and  we 
ought  especially  to  welcome  every  sign  of  improvement  in  the  great  and 
noble  people  of  France,  rather  than  to  take  a  pleasure  in  sneering  at 
every  one  of  their  institutions  which  is  at  all  different  from  ours.  The 
lovers  of  truth  will  find  in  the  valuable  work  of  M.  de  Lavergne,  which 
I  have  so  often  referred  to,  abundant  evidence  that  in  agriculture,  as  in 
all  other  branches  of  industry,  the  French  are  making  the  most  steady 
and  gratifying  progress,  both  in  those  parts  of  the  country  where  large 
farms  abound,  and  in  those  where  small  ones  are  the  rule.  As  for  the 
questions  respecting  the  best  mode  of  dealing  with  an  estate  in  case  of 
intestacy,  or  as  to  the  power  which  individuals  should  possess  of  dispos- 
ing of  their  lands  after  their  death,  there  is  little  to  be  said  here.  It 
does  not  appear,  as  I  have  ahready  said,  that  large  estates  have  any 
marked  effect  in  preventing  improvements;  nor  is  it  by  any  means 
clear  that  primogeniture  and  entail  as  they  operate  in  England,  are  the 
cause  of  large  estates,  or  that  the  Code  Napoleon,  on  the  other  hand,  has 
had  the  effect  of  dividing  France  into  very  small  estates.  Under  that 
code,  individuals  are  only  allowed  to  dispose  of  a  portion  of  their  pro- 
perty by  will,  and  the  greater  portion  of  it  is  divided  equally  amongst 
all  the  children  of  both  sexes.  Some  persons  have,  therefore,  supposed 
that  the  effect  must  be  to  divide  the  land  into  smaller  and  smaller  proper- 
ties with  each  successive  generation,  and  one  ingenious  writer  foretold 
that  at  the  end  of  a  century  the  French  would  be  dividing  by  logarithms 
an  infinitesimal  inheritance.  But,  as  the  population  is  all  but  stationary, 
there  is  no  need  of  any  great  subdivision,  and  the  shares  of  the  husband 
and  wife  are  equal  to  those  of  the  father  and  mother.  The  law  only 
provides  that  the  property  should  be  equally  divided,  and  there  is 
nothing  to  prevent  one  of  the  family  from  buying  up  the  shares 
of  his  brothers  and  sisters,  or  the  whole  estate  from  being  sold  to 
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a  Bfci-anger  if  it  is  found  inconvenient  to  divide  it.  In  the  Soutliem 
States  of  America,  individuals  may  dispose  of  their  property  by 
will  as  they  please,  but  in  case  of  intestacy  it  is  equally  divided  among 
all  the  sons  and  daughters,  and  this  arrangement  is  rarely  set  aside  by 
the  win  of  the  parent.  When  slavery  prevailed  in  the  country  it  was 
found  more  profitable  to  have  large  plantations,  and  the  eldest  son 
usually  bought  up  the  shares  of  the  rest,  so  that  the  plantations  were 
not  divided.  Now  that  Emancipation  has  introduced  a  new  order 
of  things  they  are  breaking  up  by  division  on  the  death  of  their  owners, 
or  by  the  sale  of  portions  of  them.  M.  de  Lavergne  computes  that  one- 
third  of  the  cultivated  soil  of  France,  about  15,000,000  hectares,  is 
possessed  by  50,000  proprietors.  Thus  an  extent  of  land  equid  to 
that  of  England  and  Wdes  is  in  the  hands  of  landlords  who  have  each 
on  the  average  800  hectares,  or  more  than  a  square  mile.  It  is  true  that 
an  equal  extent  is  in  the  possession  of  5,000,000  small  proprietors,  who 
have  thus  three  hectares  a-piece.  But  the  number  of  small  proprietors 
was  very  considerable  before  the  Eevolution,  and  we  may  see  how  little 
that  event  has  done  towards  the  abolition  of  large  estates.  As  for  the 
obstacles  which  in  this  or  other  countries  are  placed  in  the  way  of  the  trans- 
fer of  land,  it  has  only  to  be  remarked  that  all  possible  facilities  should 
be  afforded  for  transferring  it  from  those  who  are  incapable  to  those  who 
are  capable  of  using  it  to  the  best  advantage.  Where  these  obstades 
arise  from  the  cost  of  obtaining  such  deeds  as  will  establish  the  title  of 
the  purchaser  they  are  simply  pernicious,  and  ought,  on  economic  grounds, 
to  be  swept  away;  but  when  they  take  the  form  of  taxes,  which  are 
required  in  order  to  provide  a  revenue  for  the  State,  those  who  pay  them 
obtain  the  advantages  of  protection,  which  they  must  pay  for  in  some 
way  or  other,  and  such  taxes  cannot  be  hastily  condemned.  The  merits 
of  different  kinds  of  taxes  will  be  considered  in  a  later  portion  of  this 
work ;  but  I  may  say,  in  this  place,  the  taxes  on  the  transfer  of  land  are 
by  no  means  the  most  objectionable,  and  that  they  cannot  be  shown  to 
have  very  injurious  effects  upon  agriculture.  To  sum  up  this  portion 
of  the  subject,  I  may  say  that  the  efforts  of  mankind  to  improve  their 
condition  are  strong  enough  to  triumph  over  all  the  obstacles  which 
legislators  place  in  then*  way,  and  though  it  may  be  useful  to  call 
attention  to  and  demand  the  removal  of  these  obstacles,  it  would  be 
rash  to  say  that  their  total  removal  would  produce  any  marked  improve- 
ment in  agriculture. 
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CHAPTER  I.— VALUE. 

nCFORTAKCE    OF    THS    SUBJECT— XEANIKa    OF    THB    TEBX— -MALTHUS 
AXD  filCABDO— CONTSOYEBST  BBSFBCTIKa   THE   HBASUBB   OF 

VALUE. 

The  subject  of  value  is  of  so  much  importance  in  Political  Economy 
that  it  may  be  considered  as  oonstitnting  the  very  essence  of  the  science. 
De  Qnincey  says  that  the  comprehension  of  the  natnre  and  canse  of  value 
constitutes  the  difference  between  Economists  and  those  who  have  never 
studied  the  subject.  Every  step  in  the  progress  of  the  science  has 
l»x>nght  us  nearer  to  a  right  understanding  of  the  problem  of  value,  and 
the  great  writers  who  have  contributed  to  this  progress  have  done  so 
just  in  so  &r  as  their  views  on  this  subject  have  been  clear  and  coirect. 
MiD>  while  admitting  its  great  importance,  thinks  that  this  has  been 
exaggerated,  and  in  proof  of  this,  points  to  the  fitct  that  he  has  postponed 
the  consideration  of  value  until  the  commencement  of  his  third  book. 
I^  he  says,  the  subject  bad  aQ  the  importance  which  has  been  attributed 
to  it,  he  could  not  have  explained  the  laws  which  govern  production  and 
distribution  as  he  has  done  in  his  first  and  second  books,  before  taking  up 
the  subject  of  value.  But,  unfortunately,  this  argument  admits  of  being 
turned  round,  and  it  is  just  because  Mill  has  thus  deferred  the 
explanation  of  value  that  he  has  been  unable  to  explain  the  causes  on 
which  the  rate  of  wages  depends.  I  must,  therefore,  depart  from  his 
arrangement  in  this  particular,  and  treat  of  value  at  the  commencement 
of  this  Book,  which  I  shall  devote  to  the  subject  of  distribution. 

In  speaking  of  value.  Mill  has  well  observed  that  ^  the  smallest  error 
on  that  subject  infects  with  corresponding  error  all  our  other  conclusions  ; 
and  anything  vague  or  misty  in  our  conception  of  it,  creates  conftision 
and  uncertainty  in  everything  else."  *  But  when  he  proceeds  to  add 
that  ^^  happily  there  is  nothing  in  the  laws  of  value  which  remains  for 
the  present  or  any  future  writer  to  dear  up,  the  theory  of  the  subject 
is  complete/'  he  makes  a  remark  which,  as  Mr.  Jevons  says,  it  would  be 

*  Bock  in.,  obap.  1,  sec  1. 
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rash  to  make  iii  any,  science^  and  which,  I  may  add,  is  particularly 
unfortunate,  coming  as  it  does  at  the  commencement  of  one  of  the  most 
vague  and  misty  chapters  to  be  found  in  any  scientific  treatise. 
McCuUoch,  too,  observes,  that  De  Quincey's  *' Dialogues  of  Three 
Templars  in  Political  Economy ''  may  be  said  to  have  exhausted  the 
subject  of  value.*  But  although  the  debate  has  thus  been  declared 
dosed,  I  venture  to  think  that  there  is  still  much  vagueness  of  ideas 
on  this  subject,  even  among  Economists,  which  it  is  of  great  importance 
to  clear  away.  If  we  examine  popular  expressions  in  which  the  word  is 
used,  such  as  ''such  a  thing  is  of  great  value,"  ''the  papers  are  of  no 
value  to  anyone  but  the  owner,"  "gold  is  of  more  value  than  silver,"  we 
shall  see  that  the  word  is  used  to  denote  the  esteem  in  which  things  are 
held.  That  commodity  is  of  the  most  value  which  is  the  most  esteemed, 
and  that  is  of  no  value  which  nobody  cares  to  have.  But  if  we  carry 
our  investigations  further,  we  fupid  some  inconsistency  in  the  use  of  the 
term,  for  we  sometimes  find  air  spoken  of  as  being  of  great  value,  and 
sometimes  as  possessing  no  value.  This  inconsistency  was  commented 
on  by  Adam  Smith  as  follows  : — ^"  The  word  value,  it  is  to  be  observed, 
has  two  di£Eerent  meanings,  and  sometimes  expresses  the  utility  of  some 
particular  object,  and  sometimes  the  power  of  purchasing  otjier  goods 
which  the  possession  of  that  object  conveys.  The  one  may  be  called 
'  value  in  use,'  the  other  '  value  in  exchange.' "  f  Thus  air  may  be 
said  to  have  great  value  in  use,  because  it  is  necessary  to  support  life; 
but  it  has  no  value  in  exchange,  because  nobody  has  such  an 
esteem  for  it  as  will  induce  him  to  undergo  any  labour,  or  to  part 
with  the  product  of  labour,  in  order  to  obtain  it.  It  is  in  this 
latter  sense  alone,  Adam  Smith  tells  us,  that  Political  Economy  is  at 
all  concerned  with  value.  In  order  that  the  subject  may  be.  treated 
scientifically,  it  is  necessary  that  some  standard  should  be  discovered  by 
which  to  measure  the  value  of  commodities,  or  the  esteem  in  which  they 
are  held.  At  the  same  time  and  place,  nothing  is  more  easy  than  to 
measure  the  value  of  different  commodities,  for  we  have  only  to  ascertain 
what  are  their  prices.  Taking  the  sipaUest  coin  of  any  country  as  an 
object,  the  value  of  which  approaches  very  nearly  to  zero,  we  may 
consider  that  a  commodity  which  will  not  sell  for  more  than  this  must 
be  held  in  the  lowest  estimation,  and  the  value  of  fdl  other  things  may 
be  conveniently  measured  in  the  coin  for  which  they  will  sell.  It  is 
evident  that  if  at  the  same  time  and  place  a  coat  will  sell  for  as  much 
money  as  three  hats,  it  must  be  three  times  as  valuable,  for  if  people  did 
not  consider  it  worth  three  times  as  much  as  the  hat,  they  wotdd  not 

*  Literature  of  Polltioal  Eoonomy,  p.  88. 
t  Wealth  of  Katioos.    Book  L,  ohap.  4. 
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give  that  price  for  it.    Bat  when  we  have  to  compare  different  conntries 

a  Batig&ctoiy  measnre  is  not  so  easy  to  obtain.    The  mere  difference  in 

the  denominationB  of  the  coin  may,  indeed,  be  got  over,  for  as  these  are 

generally  made  of  the  same  metals,  we  can  ascertain  their  weight  and 

compare  the  prices  of  commodities  by  referring  to  the  weight  of  gold  or 

silver  contained  in  the  coins  for  which  they  will  sell.    Bat  this  is  not 

enongh,  for  it  is  constantly  stated  that  the  valae  of  money  is  different  in 

different  conntries,  and  this  wonld  distarb  oar  calcolations,  even  when 

we  were  comparing  conntries  which,  like  England  and  Anstralia,  have 

the  same  coinage. '  If  we  were  told  that  a  pair  of  shoes  sold  for  twice  as 

moch  in  Anstralia  as  in  England,  this  wonld  not  be  considered  as  a 

sufficient  proof  that  an  Aobtralian  valned  a  pair  of  shoes  twice  as  highly 

as  an  Englishman,  bat  the  qnestion  may  be  asked  whether  the  former 

valned  gold  as  highly  as  the  latter,  or  whether  he  only  valned  it  half  as 

mnch.    The  same  difficnlty  is  experienced  when  we  have  to  compare 

different  ages,  and  it  is  nniversally  admitted  that  there  was  a  great  faHl 

in  the  valne  of  gold  and  silver  in  the  16th  centnry,  which  prevents  us 

firom  taking  the  prices  at  which  commodities  were  sold  before  that  time 

as  a  sufficient  index  of  their  value.    We  want  something  which  shall 

serve  as  an  universal  measure  of  value,  and  Adam  Smith  has  pointed 

out  a  simple  and  obvious  one  for  us  to  adopt,  viz.,  the  length  of  time 

which  a  man  will  labour  in  order  to  obtain  any  given  commodity.    If 

we  regard  a  thing  as  of  very  little  value,  we  say  "  it  is  not  worth  picking 

up,"  or  "it  IB  not  worth  going  back  to  fetch,"  or  "it  is  not  worth  the 

tnrouble  of  making,"  and  it  is  dear  that  the  greater  the  value  which  we 

attach  to  a  thing,  the  greater  is  the  labour  which  we  will  perform  in 

order  to  obtain  it.    Adam  Smith,  in  his  fifth  chapter,  has  explained  at 

great  length,  and  with  his  usual  ability,  the  fitness  of  labour  to  be 

employed  as  a  measure  of  value.    "The  real  price,"  he  says,  "of 

everything,  what  everything  really  costs  to  the  man  who  wants  to  acquire 

it,  is  the  toil  and  trouble  of  acquiring  it."    That  is  to  say,  that  every  one 

has  to  acquire  commodities  by  means  of  labour,  and  that  the  greater  the 

labour  which  a  person  will  expend  on  the  procuring  of  an  article,  the 

greater  must  be  the  value  which  he  attaches  to  it.    As  it  is  usual  for 

labourers  to  receive  wages  in  money,  we  can,  by  ascertaining  the  rate  of 

wages  and  the  price  of  a  commodity,  teU  how  long  a  man  will  labour  in 

order  to  obtain  it,  and  thus  we  are  provided  with  a  measure  which  is 

applicable  to  all  ages  and  countries.    If,  for  instance,  we  find  that  a  pair 

of  shoes  costs  twice  as  much  money  in  Australia  as  in  England,  but  that 

the  rate  of  wages  is  also  twice  as  high,  we  may  conclude  that  shoes  are  of 

the  same  value  in  both  countries,  since  in  both  of  them  labourers  will 

only  take  the  same  amount  of  trouble  in  order  to  procure  them.    When 
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we  find  that  an  hectolitre  of  wheat  could  be  procured  by  an  EngliBh  farm 
labourer  in  the  time  of  Edward  the  Second  for  a  sum  which  bore  the  same 
proportion  to  his  wages  as  the  price  of  an  equal  quantity  of  wheat  bears 
to  the  wages  of  the  same  dass  at  the  present  day,  we  may  conclude  that 
the  value  of  wheat  has  remamed  stationary,  since  the  people  consider  it 
to  be  worth  the  same  trouble  now  as  then.  As  the  majority  of  numkind 
are  labourers,  a  comparison  of  the  price  of  commodities  with  the  rate  of 
wages  affords  as  good  a  measure  of  their  value  as  we  could  desire,  but 
the  rate  of  wages  is  not  the  same  for  all  labourers,  and  we  must, 
therefore,  specify  the  employment  which  is  to  be  taken  as  the  standard 
Adam  Smith  proposes  to  take  the  wages  of  common  unskilled  labourers 
as  the  standfuxl,  and  to  assume  that  the  rates  which  prevail  in  other 
employments  always  bear  the  same  proportion  to  that  which  is  paid  to 
common  labourers.  The  assumption  is  not  strictly  in  accordance  with 
the  fact,  but  this  does  not  introduce  any  material  error  into  the  reasoning, 
since  the  common  labourers  are  so  large  a  class  that  they  may  be 
considered  to  constitute  the  whole  society,  and  the  value  which  they 
assign  to  a  commodity  may  be  taken  as  that  which  the  people  assign  to 
it,  and  when  any  great  variation  takes  place  in  the  wages  of  that  class  it 
is  sure  to  be  accompanied  by  similar,  though  not,  perhaps,  equal 
variations  in  the  wages  of  all  other  classes.  There  are,  indeed,  a  small 
minority  who  do  not  labour  at  all,  and  it  is  not  so  easy  to  discover  an 
equally  satisfectory  standard  by  which  to  measure  the  value  which  they 
attribute  to  commodities,  when  different  times  and  places  are  compared. 
Adam  Smith,  however,  suggests  that  the  same  measure  may  be  used  in 
their  case  also,  since  their  wealth  is  only  useful  to  them  in  so  far  as  it 
enables  them  to  obtain  the  services,  or  the  products  of  the  labour,  of 
others.  He  says : — **  The  value  of  any  commodity  to  the  person  who 
possesses  it,  and  who  means  not  to  use  or  consume  it  himself  but  to 
exchange  it  for  other  commodities,  is  equal  to  the  quantity  of  labour 
which  it  enables  him  to  purchase  or  conmiand."  Thus,  the  same  sum  of 
money  may  be  considered  to  possess  different  values  to  a  rich  man, 
according  as  the  rate  of  wages  is  high  or  low.  A  thousand  ihmcs  are  to 
a  rich  man  living  in  England,  where  the  rate  of  ^ages  is  2^  francs  a 
day,  of  no  more  value  than  two  hundred  francs  to  a  rich  man  in  the 
island  of  Seram  in  the  Malay  Archipelago,  where  the  rate  is  half-a-franc 
a  day,  since  both  are  able,  with  these  different  sums,  to  command  the 
labour  of  four  hundred  men  for  one  day,  or  of  four  men  for  one  hundred 
days,  etc.  This  comparison  will  not  give  us  any  idea  of  the  amount  of 
comfort  which  these  sums  will  enable  their  respective  owners  to  enjoy, 
but  as  no  better  standard  has  yet  been  suggested  for  measuring  the  value 
which  is  assigned  to  money  or  other  coiomoditieBbyrioh  men  indifferent 
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tixDfiB  and  places,  labour  maj  be  taken  for  this  pnrpoBe,  and  the  whole 

daflB  is  too  small  for  an  error  in  this  matter  materiaUy  to  yitiate  onr 

Teaaoning.    Thna  the  term  valae^  as  nsed  by  Adam  Smith  in  his  fifth 

chapter,  and  generally  throughout  his  work,  means  the  esteem  in  which 

a  commodity  is  held,  as  measured  by  the  quantity  of  labour  which  a 

person  will  undergo  in  order  to  obtain  it,  or  which  its  possesBor  can,  by 

the  sale  of  it,  obtain  money  enough  to  induce  any  one  to  undergo,  and  it 

IB  in  this  sense  that  it  will  always  be  employed  in,  the  present  work. 

The  word  has,  however,  been  used  in  a  different  sense  by  Bicardo,  and 

his  example  has  been  followed  by  Economists  in  general    I  know, 

indeed,  of  only  one  writer  who  has  followed  Adam  Smith  in  this  respect, 

and  the  book  in  which  he  has  expressed  his  views  has  not  met  with 

much  public  recognition.    I  refer  to  Mr.  John  Gazenove,  who  has  a 

chapter  **  On  Labour  as  a  Measure  of  Cost  and  Value"  in  his  ^  Supplement 

to  Thoughts  on  a  Few  Subjects  of  Political  Economy,"  published  in  1861, 

in  which  he  explains  the  difference  between  the  views  of  Smith  and 

Bicardo,  and  sides  with  the  former.    All  other  writers  have  attempted 

to  give  an  extension  to  the  idea  of  price,  which  should  include  the  metal 

in  which  price  is  measured,  as  well  as  all  commodities  for  which  it  is 

paid.    The  price  of  a  commodity  is  the  quantity  of  gold  or  sflver,  or 

other  substance  used  as   money,  for  which  it  will  exchange,   and 

Economists  have  used  value  to  signiiy   generally  the   quantity  of 

commodities  for  which  gold  or  any  other  thing  will  exchange.    If  the 

price  of  a  hat  is  25  francs  or  8  grammes  of  gold,  this  is  said  to  be 

its  value  when  measured  in  gold,  and  the  value  of  a  gramme  of 

gold  is  said  to  be  ^  of  a  hat  when  measured  in  hats,  and  when  no 

article  is  specified,  the  value  of  a  hat  is  said  to  be  the  relation 

which  it  bears  to  all  other  commodities,  as  shown  by  its  capacity 

of  exchanging  for  them,  and  the  value  of  a  gramme  of  gold  is  said 

to  be  its  power  of  purchasing  commodities  in  general.    Unfortunately, 

this  extension  can  only  be  effected  by  depriving  the  word  of  all  meaning. 

The  human  mind  can  only  compare  two  things  at  once,  and  when  it  is 

said  that  a  commodity  has  a  certain  power  of  purchasing  all  other  com 

modities,  the  words,  though  they  may  be  pronounced,  written,  and 

printed,  do  not  really  present  any  idea  to  the  mind.    The  power  of  gold 

to  purchase  silver  is  a  definite  idea,  and  so  is  its  power  to  purchase 

copp^ ;  but  the  power  of  gold  to  purchase  silver  and  copper  means 

nothing  at  alL    We  may,  indeed,  say  that  gold  has  greater  power  of 

purdbasing  than  either  silver  or  copper,  because  we  mean  that  gold  will 

purdiase  more  of  any  given  commodity  than  silver  will,  and  more  than 

copper  will ;  but  we  cannot  say  what  is  the  ratio  of  its  power  to  those 

of  the  two  other  metals.    Historians,  in  speaking  of  the   changes 
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which  have  taken  place  in  the  valne  of  the  precions  metals,  endeavoar 
to  show  that  they  would  formerly  purchase  more  of  other  commodi- 
ties than  they  do  at  present.  Thus  Hallam,  after  mentioning  the 
prices  of  com  and  cattle  in  England  in  the  18th  century^  says: — 
*'  We  can  hardly  take  a  less  multiple  than  about  thirty  for  animal  food^ 
and  eighteen  or  twenty  for  com,  in  order  to  bring  the  prices  of  the 
Idth  century  to  a  level  with  those  of  the  present  day.  Combining  the 
two,  and  setting  the  comparative  deamess  of  cloth  against  the  cheap- 
ness of  ftiel,  and  many  other  articles,  we  may  perhaps  consider  any 
given  sum  under  Henry  the  Third  and  Edward  the  First  as  equivalent 
in  general  command  over  commodities  to  about  twenty-four  or  twenty-five 
times  their  nominal  value  at  present.''*  But,  in  reality,  we  cannot  strike 
an  average  of  this  sort,  since  we  have  no  standard  by  which  to  measure 
the  comparative  importance  of  different  articles,  and  we  can  only  say  that 
the  same  nominal  sum  of  money  would  then  purchase  thirty  times  as 
much  meat,  and  eighteen  or  twenty  times  as  much  com,  and  that  with 
regard  to  other  commodities  different  proportions  prevail;  but  to  say 
that  the  general  command  over  commodities  which  the  same  sum  gave 
to  its  owner  was  twenty-four  times  as  great  as  at  present,  is  merely  to 
substitute  a  guess  for  an  historical  fact. 

Mr.  Jevons  has  been  the  first  to  point  out  that  if  value  be  the  power 
of  exchanging,  it  is  necessary  to  mention  some  other  commodity  with 
which  the  commodity  in  question  is  compared,  but  that  Economists 
frequently  speak  of  the  value  of  a  thing  without  mentioning  any  other 
thing  with  which  it  is  compared.  "  Value  of  exchange,"  he  says, 
^*  expresses  nothing  but  a  ratio,"  and  '*  to  speak  simply  of  the  value  of 
an  ounce  of  gold  is  as  absurd  as  to  speak  of  the  ratio  of  the  number 
17,"  (p.  88.)  The  case  is  not  mended,  if  we  use  value  to  express  the 
ratio  which  a  commodity  bears  to  all  other  commodities,  as  this  conveys 
no  more  idea  than  the  ratio  of  the  number  16  to  numbers  in  general. 
The  number  16  has  a  certain  ratio  to  the  number  8,  and  another 
to  the  number  4,  but  it  has  no  ratio  to  the  two  together,  though  it  is 
greater  than  either  of  them,  and  in  the  same  way  it  is  half  of  the 
number  32,  and  one  quarter  of  the  number  64 ;  but  no  idea  would 
be  conveyed  to  the  mind  if  we  were  to  speak  of  the  ratio  which  it 
bears  to  the  numbers  8  and  82,  and  still  less  if  we  were  to  speak 
of  its  ratio  to  numbers  in  general.  Mr.  Jevons,  accordingly,  pro- 
poses to  give  up  the  use  of  the  word  altogether,  and  to  substi- 
tute the  phrase  ^'  ratio  of  exchange,"  but  this  is  tantamount  to  giving 
up  the  problem  as  insoluble,  an  act  of  despair  which  no  student  of 

*  Middle  Ages,  Vol.  IH.,  p.  868,  2nd  ed.,  1866. 
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science  can  willmgly  sabmifc  to.  Mankind  have  found  it  neoeBsaiy  to 
coin  the  word  value  and  to  nae  it  without  referring  to  any  oommodit^in 
which  it  is  to  be  measared,  and  they  haye  referred  to  Political  Economy 
to  aak  what  is  the  idea  which  they  desire  to  express  by  the  word,  and 
Political  Economy  has  no  right  to  giye  np  the  problem^  and  to  teU  them 
that  the  word  means  nothing,  I  have  endeavoured  to  explain  the  mean- 
ing which  Adam  Smith  attached  to  the  word,  which  it  appears  to  me  has 
been  completely  missed  by  all  writers  except  Mr.  Gazenove,  who,  accus- 
tomed to  use  it  in  a  different  way,  have  supposed  that  be  used  it  in  the 
same  sense  as  they  did.  It  must  be  admitted  that  his  language  is  not  so 
well  framed  as  it  might  have  been  for  the  purpose  of  preventing  such  a 
misconception.  The  passage  which  I  have  quoted  above,  in  which  he 
says  that  value  in  exchange  is  the  power  of  purchasing  commodities,  has 
b^n  often  quoted,  as  was  very  natural,  to  show  that  he  considered  the 
value  of  a  commodity  to  be  its  power  of  purchasing  all  other  commodi- 
ties, in  the  sense  in  which  it  is  understood  by  other  writers.  I  think, 
however,  that  any  one  who  will  read  the  fifUi  chapter,  and  will  then 
examine  the  passage  in  question,  which  is  placed  near  the  dose  of  the 
fourth  chapter,  will  see  that  his  meaning  was  somewhat  different.  What 
he  meant  to  say  was  that  a  thing  cannot  possess  value  in  exchange 
unless  it  has  the  power  of  purchasing  or  exchanging  for  other  things ; 
but  this  is  not  quite  the  same  as  saying  that  the  value  of  a  commodity 
is  the  ratio  which  it  bears  to  all  other  things  for  which  it  is  exchanged. 
When,  for  instance,  he  says  that  gold  iias  value,  he  means  that  gold  will 
be  taken  in  exchange  for  silver,  or  for  copper,  or  for  any  other  commo- 
dity ;  but  he  does  not  mean  that  the  value  of  gold  is  the  ratio  in  which 
it  is  exchanged  for  silver  and  copper,  and  all  other  commodities ;  but  he 
always  says  that  its  value  is  equal  to  the  quantity  of  labour  which  it 
enables  its  possessor  to  induce  others  to  perform  for  him.  Although  the 
fifth  chapter  of  the  ''  Wealth  of  Nations  "  is  one  of  the  most  masterly  in 
that  masteriy  work,  and  although  it  is  marked  throughout  by  a  lacidity 
which  has  been  seldom  equalled  and  never  surpassed  in  the  literature 
of  Political  Economy,  it  has  yet  been  as  completely  misconstrued  as  the 
most  obscure  passage  in  any  Greek  or  Hebrew  manuscript.  This  has 
been  owing  to  the  fact,  that  all  the  hundreds  and  thousands  who  have 
read  it  have  come  to  it  already  accustomed  to  use  the  word  value  in  a 
certain  sense,  and  that  this  has  prevented  them  from  seeing  that  he  used 
it  in  a  totally  different  one.  As  he  did  not  foresee  the  way  in  which  his 
language  would  be  construed,  he  has  not  taken  snfScient  care  to  explain 
the  difference  between  his  mode  of  using  the  word  and  theirs,  although 
the  latter  was  common  even  in  his  time.  The  most  unfortunate  expres- 
sion which  he  allowed  himself  to  use  was  that  of  "value  of  labour," 
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which,  thoagh  it  did  not  prodaoe  any  conftuion  in  his  own  mind,  has 
given  coloor  to  the  belief  that  he  regarded  labour  as  a  commodity  to  be 
bought  and  sold  like  all  other  commodities,  and  has  rendered  it  difficult 
for  other  writers  to  understand  on  what  grounds  he  held  that  labour 
alone  never  varied  in  value.  The  following  passage  explains  the  reasons 
which  led  him  to  adopt  this  opinion : — **  £qual  quantities  of  labour,  at 
all  times  and  places  may  be  said  to  be  of  equal  value  to  the  labourer.  In 
his  ordinary  state  of  health,  strength  and  spirits,  in  the  ordinary  degree 
of  his  skill  and  dexterity,  he  must  alwaycf  lay  down  the  same  portion  of 
his  ease,  his  liberty,  and  his  happiness.  The  price  which  he  pays  must 
always  be  the  same,  whatever  may  be  the  quantity  of  goods  which  he 
receives  in  return  for  it.  Of  these,  indeed,  it  may  sometimes  purchase 
a  greater  and  sometimes  a  smaller  quantity;  but  it  is  their  value  which 
varies,  not  that  of  the  labour  which  purchases  them.  At  all  times  and 
places,  that  is  dear  which  it  is  difficult  to  come  at,  or  which  it  costs 
much  labour  to  acquire,  and  that  cheap  which  is  to  be  had  easily,  or 
with  very  little  labour.  Labour,  therefore,  never  varying  in  its 
own  value,  is  alone  the  ultimate  and  real  standoid  by  which  the  value  of 
aQ  commodities  can  at  all  times  and  places  be  estimated  and  compared.'' 
The  obvious  meaning  of  this  passage  is  that  a  day's  labour  is  esteemed 
an  equal  hardship  by  him  who  has  to  undergo  it  in  all  times  and  places, 
and  yet  Bicardo  has  endeavoured  to  show  that  the  value  of  labour  varies 
by  stating  that  the  labourers  sometimes  receive  a  greater  and  sometimes 
a  smaller  quantity  of  com  and  other  commodities.  The  word  value  is 
not  used  by  Adam  Smith  quite  in  the  same  way  when  applied  to  labour 
as  when  applied  to  commodities,  since  in  the  former  case  it  implies  au 
unfavourable,  and  in  the  latter  a  favourable  estimation.  Warned  there- 
fore by  his  example,  I  shall  avoid  the  use  of  the  expression 'Walne  of 
labour,"  the  more  especially  as  I  wish  to  abstain  from  treating  labour  as 
a  commodity,  my  objection  to  which  is  not  a  merely  verbal  one,  but  is 
founded  on  the  inconvenience  of  classing  in  the  same  category  two  things 
so  utterly  unlike  as  the  material  articles  which  we  labour  to  obtain,  and 
the  labour  which  we  expend  in  obtaining  them. 

Fifty  years  ago  a  controversy  was  carried  on  between  Malthus  and 
Ricardo  respecting  the  fitness  of  labour  to  be  employed  as  a  measure  of 
value,  of  which  it  is  necessary  for  me  to  give  some  account,  and  the 
arguments  in  which  I  must  carefully  examine,  both  in  order  to  answer 
the  objections  which  were  then  made  to  the  use  of  such  a  measure,  and 
in  order  to  bring  out  more  clearly  the  meaning  of  Adam  Smith.  Before 
doing  so,  it  is  necessary  to  make  a  few  remarks  respecting  those  eminent 
writers,  in  order  that  it  may  be  distinctly  understood  that  I  have  no 
intention  whatever  of  impugning  in  any  way  their  claim  to  be  consideral 
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as  great  masters  of  the  scienoe.  Each  of  them  criticised  the  argoments 
of  the  other  with  the  freedom  which  the  subject  required^  and  without 
in  the  slightest  degree  diminishing  their  mntaal  esteem  or  personal 
friendship ;  but  other  writers  who  have  taken  part  in  or  referred  to  the 
.controyerey  seem  to  have  imagined  that  thej  could  only  show  that  they 
were  oonvinced  by  the  arguments  of  the  one  by  impugning  the  honesty 
or  the  intelligence  of  the  other.  My  own  opinion,  the  grounds  for  which 
will  be  presently  explained,  is  that  neither  of  them  really  understood  the 
point  in  dispute,  and  I  can  only  compare  the  controTersy  to  a  discussion 
among  a  party  of  blind  men  respecting  the  best  mode  of  measuring  the 
gradations  of  colour.  But  while  saying  this,  I  must  gratefuUy  acknow* 
ledge  that  it  is  to  their  writings  that  I  have  been  in  a  great  measure 
indebted  for  the  arguments  which  have  led  me  to  this  conclusion.  If, 
while  standing  on  their  shoulders,  I  am  able  to  see  further  than  they 
conld,  it  would  be  the  height  of  folly  and  ingratitude  to  forget  that  it  is 
to  them  I  owe  the  elevation,  and  to  arrogate  to  myself  any  superior 
merit  on  account  of  my  more  extended  view. 

Of  Malthus  I  need  say  but  little,  as  I  have  already  expressed  my  regret 
for  the  foolish  calumnies  with  which  he  has  been  assailed,  and  his  writings, 
with  the  exception  of  the  Essay  on  Population,  have  not  exercised  much 
inflnence  on  the  progress  of  the  scienoe,  and  are  but  little  read  at  the  present 
day,  so  that  any  error  which  they  may  contain  is  comparatively  humless. 
Bat  the  case  is  far  otherwise  with  Bicardo,  whose  theories  have  been  so 
generally  adopted  by  succeeding  writers  that  there  are  even  now  but  few 
Economists  whose  views  differ  materially  from  his,  and  every  innovation 
in  the  science  must  partake  more  or  less  of  the  character  of  a  revolt 
against  Bicardo.  While  taking  part  in  such  a  revolt,  I  wish  at  the  same 
time  to  express  my  deep  sense  of  the  immense  service  which  he  has 
rendered  to  the  science,  and  the  benefits  which  every  student  must 
derive  from  the  perusal  of  his  inmiortal  work.  He  has  been  so  absurdly 
attacked  by  men  who  were  unworthy  to  mend  his  pens,  that  some 
distinguished  Economists  have  been  driven  into  the  other  extreme,  and 
have  extoUed  as  great  discoveries  the  fallacies  and  truisms  into  which  he 
was  sometimes  led,  so  that  the  task  of  fiEurly  criticising  his  writings  is 
rendered  doubly  difficult.  The  peculiarity  of  his  method  was  that  he 
took  no  pains  to  see  whether  the  facts  coincided  with  the  results  of  his 
reasoning.  Buckle  has  pointed  out  that  a  philosopher  who  pursues  the 
deductive  method  may  greatly  outstrip  the  knowledge  of  his  time,  and 
may  discover  principles  whose  accuracy  cannot  be  tested  until  fresh  facts 
have  been  discovered  at  a  much  later  time,  and  this  has  been  exemplified 
in  the  case  of  Bicardo.  But  he  was  not  singular  in  the  use  of  the 
deductive  method,  which  is  the  only  one  that  is  or  can  be  employed  in 
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this  science,  as  has  been  shown  by  the  late  Mr.  Caimes  in  his 
"  Logical  Method  of  Political  Economy,"  but  he  differed  from  other 
writers  in  not  adducing  facts  in  iUnstration  of  his  reasoning,  and  thus  he 
was  often  led  into  serious  errors.  An  economic  law  cannot  be  disproved 
by  being  shown  not  to  agree  precisely  with  the  facts,  but  if  there  is  a 
great  discrepancy  between  the  theoretic  conclusion  and  the  actual  fact, 
this  should  induce  the  reasoner  to  examine  carefully  every  link  in  the 
chain  of  his  reasoning,  in  order  to  make  sure  that  he  has  committed  no 
mistake.  But  Bicardo  not  only  did  not  bring  his  theories  to  the  test  of 
&ct,  but  he  often  ventured  without  enquiry  to  assert  that,  the  facts  were 
what,  according  to  his  theory,  they  ought  to  have  been. 

Adam  Smith's  method  was  as  purely  deductive  as  Bicardo's,  but  his 
habit  of  adducing  historical  and  other  facts  in  illuBtration  of  his  reason- 
ing saved  him  from  being  led  away  into  any  extravagant  conclusions,  as 
Bicardo  frequently  was  from  the  want  of  a  similar  check.  Bicardo's 
indifference  to  facts  frequently  enabled  him  to  grasp  a  principle  whose 
action  is  much  obscured  by  a  host  of  modifying  causes,  and  thus  to 
enrich  the  science  with  more  discoveries  than  any  other  writer,  but  as 
Mr.  Buskin  warns  the  student  of  art  to  follow  Titian  and  not  Bembrandt, 
BO  the  student  of  Political  Economy  should  rather  take  as  a  model  Adam 
Smith,  in  whom  all  the  qualities  which  make  up  a  great  Eoonomist 
are  harmoniously  blended,  than  Bicardo,  in  whom  one  alone  has  been  so 
remarkably  developed.  Every  reader  of  Bicardo  has  remarked  his 
obscurity,  and  his  admirer,  De  Quincey,  has  excused  it  as  the  infirmity 
of  a  great  mind,  which  cannot  bear  constantly  to  repeat  all  the  links  in 
the  argument,  and  supposes  the  reader  to  be  capable  of  doing  it  for  him- 
self. But  the  obscurity  is  really  due  to  the  confusion  in  his  own  mind, 
and  he  has  used  the  words  value  and  wages  in  two  or  three  different 
senses,  because  he  did  not  really  understand  what  they  meant.  Such 
obscurity  there  must  always  be  in  the  early  stages  of  a  science,  and  the 
popular  notions  on  every  subject  are  at  first  confused,  while  it  is  the 
function  of  science  to  substitute  clearness  for  confusion,  order  for  chaos. 
In  asserting,  therefore,  that  he  was  sometimes  obscure,  I  do  but  assert 
that  the  science  had  not  in  his  time  attained  perfection.  The  Malays 
and  the  Papuans  were  confounded  together  by  inattentive  observers,  but 
Mr.  Wallace,  after  spending  some  years  in  the  Malay  Archipelago,  has 
shown  that  they  differ  from  one  another  as  widely  as  the  Englishman 
differs  from  the  Negro.  A  foreigner  on  first  landing  in  England  thinks 
that  all  the  inhabitants  of  these  islands  speak  the  same  language,  but  if 
he  studies  the  subject  as  a  philologist,  he  finds  that  the  people  of  Wales 
and  of  the  Highlands  of  Scotland  speak  languages  which  are  radically 
different  from  English,  and  that  what  is  called  the  English  language 
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embraces  many  dialects  which  are  spoken  in  different  connties,  and  which 
differ  considerablj  from  one  another.  In  the  same  way^  the  more 
Political  Economy  is  studied  the  more  evident  it  becomes  that  such  terms 
as  valne^  wages,  and  capital  include  several  different  things  which  it  is 
the  task  of  science  to  keep  distinct,  and  early  writers  partake  more  or 
less  of  the  confosion  which  this  involves.  The  traisms  in  which  Bicardo 
sometimes  indulged  are  in  like  manner  the  inevitable  consequence  of  the 
imperfect  state  of  the  science  in  his  time,  for  Comte  has  shown  that  in 
eveiy  science  the  metaphysical  stage  must  precede  the  positive,  and 
Political  Economy  is  no  exception  to  the  rule.  Although  I  shall  en- 
deavour to  show  that  some  of  his  theories  are  unsound,  and  that  they  do 
not  explain  the  phenomena,  I  do  not,  therefore,  think  that  they  have  been 
useless,  for  they  have  afforded  a  means  of  classifying  &cts,  and  the  impos- 
sibility of  maidng  them  include  a  large  and  increasing  number  of  facts 
has  at  length  led  Economists  to  question  the  accuracy  of  his  reasoning. 
Here,  as  in  every  other  human  undertaking,  success  can  only  be 
obtained  after  many  failures,  and  his  failures  have  put  others  on  their 
gaard  against  conmiitting  the  same,  and  have  driven  them  into  the  right 
path  by  stopping  up  all  the  wrong  ones.  Having  thus  given  my  opinion 
of  the  merits  and  defects  of  Sicardo,  I  shall  proceed  without  Airther 
apology  to  point  out  what  appear  to  me  to  be  his  errors,  and  shall  give 
to  his  opinions  nothing  more  than  the  respectful  examination  which  is 
all  that  he  would  have  expected  or  desired. 

Adam  Smith  wished  to  take  labour  as  the  measure  of  value,  but 
nothing  had  been  done  in  his  time  towards  the  collection  of  the  rates  of 
wages  which  were  paid  at  different  historical  periods,  and  he  therefore 
proposed  to  use  the  price  of  com  for  this  purpose,  but  only  provisionally 
until  the  want  of  statistics  had  been  supplied.  He  had  observed  that 
its  price  bore  a  tolerably  constant  relation  to  the  rate  of  wages  when 
long  periods  were  compared,  but  he  wds  well  aware  that  it  was  a  very 
impeiiect  measure  which  he  only  used  for  want  of  a  better.  Malthus,  in 
Us  "  Principles  of  Political  Economy,"  published  in  1820,  proposed  to 
take  both  com  and  labour  into  account  when  estimating  changes  in  the 
value  of  the  precious  metals  or  other  things,  but  his  opinions  were  subse- 
quently modified,  and  in  1828  he  published  a  pamphlet  entitled  **  The 
Measure  of  Value  Stated  and  Illustrated,"  in  which  he  proposed  to  take 
labour  alone  for  this  purpose.  Both  Malthus  and  Bicardo  understood 
by  value  the  power  of  purchasmg  aU  other  commodities,  but  neither  of 
them  was  the  first  to  give  this  meaning  to  the  word.  Hallam's  work  on 
the  Middle  Ages,  in  which  it  is  thus  used,  appeared  in  1816,  before  either 
of  them  had  published  a  general  treatise  on  the  science.  As  they  had 
obaeryed  that  a  commodity  fidls  in  price  when  an  improvement  is 
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introduced  which  enables  it  to  be  produced  with  lees  labour,  they  supposed 
that  the  proper  standard  of  value  would  be  some  commodity  which  is 
always  produced  with  the  same  labour,  but  which  would  exchange  for 
greater  quantities  of  those  which  were  more  easy,  and  for  smaller  quan- 
tities of  those  which  were  more  difficult,  to  produce.  The  object  of  Mal- 
thus's  pamphlet  was  to  show  that  the  value  of  labour  is  constant,  because 
it  would  always  exchange  for  the  same  quantity  of  such  an  imaginary 
substance  supposed  to  be  always  produced  at  the  same  cost.  Thus  he 
used  the  expression  *^  value  of  labour  "  in  a  very  different  sense  to  that 
of  Adam  Smith,  but  the  fact  which  he  states  is  true,  and  if  he  had 
proved  it  he  would  have  made  an  important  addition  to  the  science. 
But  the  argument  by  which  he  attempted  to  establish  it  proves  nothing 
more  than  that  if  any  number  is  subtracted  from  ten,  and  then  added  to 
the  remainder,  the  sum  of  the  two  would  always  be  ten,  a  £act  whidi, 
however  necessary  it  may  be  to  impress  it  on  the  mind  of  a  child 
learning  arithmetic,  throws  no  light  on  the  mattet.  To  show  that  this 
is  no  caricature,  but  a  simple  statement  of  his  argument,  I  give  the 
table  on  which  he  relies  to  prove  his  point. 

Tahh  lUuBtraUng  the  Invariahle  Value  of  Lcibov/r  cmd  its  BeniU. 
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160 
160 
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10 
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10 
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10 
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10 
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10 

10 
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1.67 
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10 
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10 

10 
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10 

11.1 
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10 
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1.12 

10 
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10.8 

13 

10.9 

13 

11 
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11.26 
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It  will  be  seen  that  MalthnB  seeks  to  illnstrate  the  working  of  the 
principle  that  the  valne  of  labour  remains  nnaffected  by  changes  in  the 
rate  of ^  profit.  In  the  first  line  he  assumes  the  rate  of  profit  to  be 
25per  cent.,  and  teUs  us  that  in  such  a  case  the  cost  of  producing  the 
wages  of  ten  men  will  be  represented  by  the  wages  of  eight  men,  and  the 
profit  of  the  capitalist  who  employs  them,  which,  at  the  rate  of  25  per 
cent.,  is  equal  to  the  wages  of  two  men.  This  is  the  same  thing  as  saying 
that  the  yalue  of  the  products  which  constitute  the  wages  of  ten  m^ 
is  shared  among  the  capitalist  and  labourers  who  produce  them,  and 
that  if  we  know  the  proportion  of  the  capitalist's  share  to  that  of  the 
•labourers'  we  can  tell  how  much  each  class  will  receive.  In  the  second 
line  he  assumes  that  the  rate  of  profit  is  15.88  per  cent.,  and  infers, 
correctly  enough,  that  the  value  of  the  product  which  constitutes  the 
wages  of  ten  men  would  be  shared  between  the  labourers  and  the  capitalist 
in  the  proportion  of  8.66  to  1 .88.  So  in  all  the  other  lines  which  make  up 
the  table  a  certain  rate  of  profit  is  assumed,  audit  is  pointed  out  that  as  the 
c^italist's  share  varies  inversely  as  that  of  the  labourers',  the  total  sum  is 
always  the  same,  and  the  number  ten  is  repeated  through  the  whole  of 
the  seventh  column.  This,  however,  does  not  prove  that  the  value  of 
labour  is  constant,  and,  if  it  did,  a  similar  course  of  reasoning  would  serve 
to  prove  that  the  value  of  any  article  is  constant.  Whatever  be  the  cost 
of  producing  ten  kilogrammes  of  gold,  it  is  obvious  that  the  value  of  the 
product  is  shared  between  the  capitalist  and  the  labourers  (rent  being 
left  out  of  the  account  as  is  done  in  Malthus's  table)  and  that  if  the 
rate  of  profit  be  25  per  cent.,  the  labourers  would  receive  eight  kilo- 
grammes and  a  capitalist  two  kilogrammes.  So,  if  the  rate  were  15.88 
per  cent.,  the  labourers  would  receive  8.666  grammes,  and  a  capitalist 
1.338  grammes,  and  so  on  with  all  the  variations  of  profit  imagined  by 
Malthus,  the  total  of  their  receipts  being  always  ten  kilogrammes.  It 
hardly  needs  pointing  out  that  in  whatever  sense  the  word  value  be  used 
such  an  arrangement  could  not  prove  that  the  value  of  gold  was  constant, 
and  yet  it  woidd  be  precisely  analogous  to  the  argument  of  Malthus. 

It  is  much  to  be  regretted  that  he  did  not  prove  his  conclusion,  for  it 
was  a  correct  one,  and  would  have  been  of  great  use  if  he  had  proved  it, 
for,  as  he  points  out,  the  employment  of  labour  as  a  measure  of  value  might 
enable  us  to  decide  a  controversy  which  excited  much  interest  in  his 
time,  and  which  cannot  be  said  even  now  to  be  settled.  In  the  year  1810 
a  great  difference  was  observed  between  the  Mint  price  and  the  market 
price  of  gold  bullion,  or  in  other  words,  the  notes  of  the  Bank  of  England 
which  the  Bank  was  not  then  bound  to  cash  at  the  pleasure  of  the  holder, 
would  purchase  much  less  gold  coin  than  they  professed  to  represent. 
The  question  was  whether  it  was  the  gold  or  the  notes  which  had  altered 
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in  Talne,  and  Malthas  Buggested  that*  a  comparison  of  the  rates  of  wages 
which  prevailed  before  and  daring  the  time  at  which  the  notes  were 
below  par  woold  settle  the  qnestion.  If  the  labourers  received  the  same 
snm  in  notes  which  they  had  formerly  received  in  gold,  this  wonld  prove 
that  gold  had  risen  in  valne,  while  if  they  received  a  larger  sam  in  notes 
which  woold  only  exchange  for  their  former  quantity  of  gold,  this  would 
show  that  the  paper  had  fallen  in  value.  Malthas  tells  us  that  he  was 
not  in  possession  of  sufficient  information  of  the  changes  in  the  rate  of 
wages  to  decide  this  point ;  but  if  his  reasoning  had  been  sueh  as  to 
satisfy  Tooke^  the  latter  might  have  turned  his  indefatigable  industry  to 
the  collection  of  the  necessary  statistics,  and  thus  have  placed  the  point 
beyond  dispute* 

As  I  have  said,  Adam  Smith  and  Malthus  used  the  phrase  ''value  of 
labour '.'  in  two  different  senses,  but,  as  if  to  make  confusion  worse  con- 
founded, De  Quincey  has  used  it  in  a  third  sense,  and  means  by  it  the 
proportion  of  the  whole  product  of  industry  which  is  received  by  the 
labourers,  as  distinguished  from  that  received  by  the  capitalist.  With 
him  the  value  of  labour  is  high  when  the  labourer  receives  a  large  pro- 
portion of  the  product,  and  low  when  he  receives  a  small  proportion.  In 
the  chapter  on  profit  I  should  have  to  consider  whether  in  point  of  fact 
the  proportion  of  the  product  of  industry  which  is  received  by  the 
labourers  is  really  different  in  different  stages  of  society,  but  it  is  a 
legitimate  hypothesis,  and  affords  an  excellent  opportunify  for  showing 
the  difference  between  the  meaning  which  Adam  Smith  attached  to  the 
.word  value,  and  that  which  is  commonly  assigned  to  it.  De  Quincey 's 
argument  (that  of  ^'X.  Y.  Z."  into  whose  mouth  his  opinions  are  put 
in  his  "  Dialogues  of  Three  Templars  ")  is  as  follows,  the  figures  only 
being  altered  for  the  sake  of  convenience,  but  the  meaning  being  pre- 
served. If  the  wages  of  journeymen  hatters  are  5f.  a  day,  and  the  rate  of 
profit  be  50  per  cent.,  a  hat  which  requires  four  days  to  make  will  sell 
for  80f.,  the  labourer  receiving  20,  and  the  capitalist  10  or  50  per  cent. 
If  the  value  of  labour  rise,  so  that  the  labourers  receive  four-fifths  instead 
of  two-thirds  of  the  product,  the  rate  of  wages  will  then  be  6f.  a  day, 
and  the  labourer  will  receive  24f.  for  making  a  hat  with  four  days'  labour, 
and  the  capitalist  will  receive  6f.  or  25  per  cent.,  and  the  price  of  the 
hat  will  still  be  dOf.  De  Quincey  theref(»re  tells  us  that  the  hat  does  not 
vary  in  value,  and  that  labour  is  not  fit  to  be  used  as  a  measure  of  value, 
because  its  own  value  may  vary  without  any  corresponding  variations  in 
the  value  of  other  things.  But  here  lies  the  difference  between  his 
theory  and  that  of  Adam  Smith.  The  hat  does  not  vary  in  price,  and 
will  not  exchange  for  more  of  anything  else,  for  the  fall  of  profit  is 
supposed  to  be  universal,  and  does  not  affect  the  relations  of  oommodi- 
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ties  to  one  another,  but  the  valae  of  the  hat  does  M.  In  the  first 
caae,  when  the  rate  of  wages  was  5f.,  a  joamejman  had  to  work  six 
da;B  in  order  to  obtain  a  hat ;  and,  in  the  second  case,  he  has  only  to 
work  five  dajs,  so  that  he  now  considers  it  not  to  be  worth  so  much 
tronble,  and  in  the  eyes  of  the  whole  people  it  possesses  less  value.  The 
radical  difference  between  the  meanings  which  Adam  Smith  andRicaido 
attached  to  the  word  value,  render  it  impossible  for  the  latter  to  nnder- 
Btand  the  meaning  of  the  former.  He  (Ricardo)  says,  that  if  com  fiiUa  in 
vaine  in  consequence  of  some  improvement  in  production,  the  com 
wages  of  labour  will  fiJl  in  consequence,  and  that  it  must  be  labour 
which  has  varied  in  value,  and  not  the  things  to  which  it  is  compared* 
Bat  Adam  Smith  only  said  that  a  day's  labour  is  always  esteemed  an 
qual  hardship  by  him  who  has  to  undergo  it,  and  is  therefore  of  equal 
value  io  (he  Idtxnunr,  and  it  is  no  answer  to  say  that  it  will  sometimes 
procure  him  a  smaller  and  sometimes  a  greater  quantity  of  com  or  other 
things;  a  £EU3t  which  Adam  Smith  admitted.  The  very  object  d  a 
measure  is  to  stand  in  different  relations  to  the  different  things  with 
which  it  is  compared;  To  say,  therefore,  that  labour  is  not  fit  to  be 
used  as  a  measure  of  value  because  it  sometimes  exchanges  for  a  smaller 
and  sometimes  for  a  greater  quantity  of  com  or  of  other  things,  is  like 
saying  that  a  thermometer  cannot  be  used  as  a  measure  of  heat  because 
the  mesKsoxj  rises  when  it  is  plunged  into  a  boiling  kettle,  and  falls  when 
it  is  plunged  into  an  ice-paiL  What  would  be  thought  of  a  draper  who 
shotdd  say  that  he  had  given  up  the  use  of  a  measure  altogether  because 
all  those  that  he  had  tried  told  him  that  some  pieces  of  doth  were 
ten  metres  long,  others  five,  and  others  twenty?  The  fact  is,  that 
Ricardo,  and  all  those  who  follow  him,  do,  though  without  knowing  it, 
use  the  word  value  in  two  different  senses.  They  first  use  it  to  mean 
the  power  of  a  commodity  to  exchange  for  all  other  commodities ;  and 
then,  when  they  find  that  two  things  do  not  stand  in  the  same  relation  to 
each  other  as  formerly,  they  inquire  which  it  is  that  has  altered  in  value, 
bat  the  question  is  unmeaning  if  value  be  taken  in  their  sense.  If  a 
kilogramme  of  gold  would  formerly  exchange  for  ten  of  silv^,  and 
will  now  exchange  for  fifteen,  each  is  altered  in  relation  to  the  other, 
and  the  question,  which  is  it  that  has  altered?  is  as  puerile  as  the  cele- 
brated discofision  of  the  schoolmen,  whether  a  hog  which  a  man  carries 
to  market  at  the  end  of  a  rope  is  carried  by  the  rope  or  by  the  man. 
When  they  say  that  it  is  gold,  for  instance,  which  has  varied,  they  mean 
that  gold  is  prodjaced  with  more  labour ;  but  this  is  not  included  in  their 
definition  of  value,  but  is  a  very  different  question.  Ricardo,  though  in 
perfect  good  faith,  puts  a  case  as  an  objection  to  Adam  Smith,  which  begs 
the  very  question  in  dispute,  for  he  says : — (the  italics  are  mine) :— "  If 
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I  have  to  hire  a  labourer  for  a  week,  and  instead  of  ten  shillings  I  pay 
him  eighty  no  variaHan  having  taken  place  in  the  vahie  of  money,  §(^," 
when  the  very  point  in  dispute  is  whether  this  fall  of  wages  is  a  rise  of 
one  quarter  in  the  value  of  money.  He  puts  an  imaginary  case  in  which  a 
labourer  is  able  to  buy  more  com  and  less  fuel^  soap,  caudles^  tea,  sugar, 
salt,  &c.,  and  triumphautly  asks : — **  Will  labour  have  risen  or  Mien  in 
value  ?"  Risen,  Adam  Smith  must  say,  because  his  standard  is  com,  and 
the  labourer  receives  more  com  for  a  week's  labour.  Fallen,  must  the 
same  Adam  Smith  say,  because  the  value  of  a  thing  depends  on  the 
power  of  purchasing  other  goods  which  the  possession  of  that  object 
conveys,  ^*  and  labour  has  a  less  power  of  purchasing  such  other  goods." 
(Ohap.  1,  sec.  1.)  But  Adam  Smith  would  reply  that  labour  has  neither 
risen  nor  fallen  in  value,  for  it  is  considered  just  as  irksome  as  it  was 
before,  but  that  com  has  fallen,  and  other  things  have  risen  in  value. 
There  cannot  be  a  greater  mistake  than  to  suppose  that  Adam  Smith  used 
com  as  a  measure  by  which  the  value  of  labour  itself  was  to  be  tested, 
and  he  distinctly  states  that  he  only  used  it  as  a  measure  of  value,  because 
the  rates  of  wages  at  different  times  could  not  be  easily  ascertained,  while 
the  price  of  com  had  been  more  frequently  noticed  by  historians  and 
other  writers.  The  definition  of  value  as  a  power  of  purchasing  aoooids 
but  ill  with  the  idea  of  a  general  rise  or  ML  of  values,  and  it  is  curious 
to  notice  the  different  ways  in  which  different  writers  have  encountered 
this  difficulty.  De  Quincey  admits  that  such  a  thing  may  take  place,  bat 
not  seeing  what  to  make  of  it,  thinks  it  pmdent  to  say  no  more  about  it. 
Senior  says  that  when  a  general  rise  or  fall  is  spoken  of,  some  one  com- 
modity  must  be  excluded,  with  which  all  the  others  are  compared.  When 
it  is  said,  therefore,  that  all  conmiodities  are  of  less  value  now  than  in 
the  time  of  Queen  Elizabeth,  he  thinks  that  this  must  mean  all  except 
the  commodity  labour,  as  if  this  were  a  thing  of  the  same  kind  as  hats 
and  shoes.  Mill,  however,  says  that  the  idea  of  a  general  rise  of  values 
is  an  absurdity,  and  this  is  perfectly  tme  in  the  sense  in  which  he  uses  it, 
since  it  is  impossible  that  everything  should  purchase  more  of  everything 
else.  But  as  Adam  Smith  uses  it,  a  general  £edl  of  values,  though  not 
very  probable,  is  quite  possible,  for  labour  may  become  more  efficient  in 
all  trades,  and  everything  may  be  procured  with  less  toil  Having  now, 
as  I  hope,  sufficiently  explained  the  nature  of  value,  I  shall  endeavour  in 
the  next  chapter  to  explain  the  causes  on  which  it  depends. 


Digitized  by  VjOOQIC 


CHAPTER  II.— CAUSE  OP  VALUE, 

GENERAL  CAUSE  OF  TALUS— MAKUFACTXmED  G001>S— RAW  PRODUCB— 
XARKET  VALUE— fiUPPLY  AND  DEMAin),  UTIUTT,  COMPETITION. 

Value  I  have  defined  to  be  the  esteem  in  which  oommoditiea  are  held, 
88  measured  by  the  quantity  of  labour  which  will  be  given  in  exchange 
for  them.     To  explain  why  a  giyen  commodity  has  a  given  valae  is  to 
answer  the  question  ; — ^Why  does  its  possession  enable  its  owner  to  com- 
mand the  labour  of  others  for  so  many  days  ? — or,  which  is  the  same 
things — Why  is  it  necessary  for  the  labourer  to  spend  so  many  days' 
wages  in  order  to  procure  the  commodity  in  question  ?    Thus  value  and 
wages  are  the  same  phenomenon  seen  from  two  different  points  of  view, 
and  the  answer  which  naturally  suggests  itself  to  both  questions  is — 
Becauaeit  has  required  just  so  many  days' labour  to  produce  the  commodity. 
This  is,  with  some  necessary  qualifications^  the  explanation  which  I  have 
to  offer.  I  will  assume  for  the  present  that  all  labourers  are  of  equal  skill 
and  are  all  ftee  to  change  their  employment,  and  that  all  kinds  of  labour 
are  equaQy  agreeable,  and  under  these  circumstances  it  is  absolutely  true 
that  an  article,  such  as  a  pair  of  shoes,  which  it  has  taken  six  days  to 
produce,  would  always  exchange  for  six  days*  labour.     This  is  a  neces- 
sary deduction  from  the  principle  that  all  men  desire  to  obtain  wealth 
with  the  least  possible  labour,  for  it  is  evident  that  a  tailor  will  not  give 
seven  days'  labour,  or  the  product  of  seven  days'  labour,  for  a  pair  of 
shoes  which  he  could  make  in  six  days,  and  it  is  equally  clear  that  a  shoe- 
maker would  not  give  a  pair  of  shoes  to  the  tailor  for  working  five  days, 
when  he  could  do  as  much  work  himself  in  five  days  as  the  tailor  could, 
for  this  would  be  working  six  days  to  obtain  what  he  could  get  by  five 
days'  labour.   As  two  things  which  are  equal  to  the  same  thing  are  equal 
to  each  other,  it  follows  that  two  things  which  are  produced  with  equal 
qomtities  of  labour  will  exchange  for  each  other,  since  each  will  exchange 
for  the  same  quantity  of  labour.     Bicardo's  theory  of  value  extends  no 
taxthst  than  Ihis,  and  merely  says  that  two  things  which  are  produced  at 
the  same  time  and  place  with  equal  quantities  of  labour  will  exchange 
for  each  otlier,  and  will  possess  equal  power  of  purchasing  other  things. 
He  refdsed  to  admit  that  a  commodity  would  always  exchange  for  as 
much  labour  as  had  been  necessary  to  produce  it,  and  contended  that  it 
might  and  did  happen  that  an  article  required  more  labour  than  formerly 
to  produce,  and  yet  exchanged  for  the  same  quantity  of  it  as  before. 
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Before  examining  his  orgiunenty  it  will  be  necessaiy  to  enter  more  folly 
into  the  circnmstances  which  snrronndy  and,  in  some  measnie^  obficore  the 
working  of  the  abstract  law  which  has  been  enonciated  above.  If  a  rich 
man  hires  a  person  to  pick  blackberries  for  him,  thii  price  of  the  black- 
berries and  the  wages  of  the  gatherer  are  the  same  thing,  and  the  black- 
berries are  worth  exactly  as  mnch  labonr  as  it  takes  to  collect  them.  If, 
however,  the  consomer  buys  the  blackberries  from  a  tradesman  who  has 
previously  employed  other  people  to  gather  them,  the  price  is  somewhat 
more  than  what  is  paid  to  these  labourers.  There  is  of  course  the  labour 
of  the  tradesman  himself  to  be  remunerated,  and  he  charges  more  for  the 
blackberries  which  he  does  sell,  in  order  to  compensate  for  what  he  loses 
by  those  which  he  does  not  sell.  Taking  both  these  circumstances  into 
account,  we  might  still  say  that  the  value  of  the  whole  quantity  of  Mack- 
berries  sold  is  equal  to  the  whole  quantity  of  labour  e^qiended  in 
gathering  them  and  in  bringing  them  within  the  reach  of  the  consumer; 
but  there  still  remains  another  element  of  value  to  be  accounted  for. 
If  the  tradesman  took  no  part  in  the  actual  work  of  handing  the  finiit 
across  the  counter,  or  even  of  superintending  those  who  performed  it,  the 
price  of  the  fruit  would  still  be  such  as  to  leave  something  over  after 
paying  the  wages  of  all  those  who  had  been  employed  in  gathering  or 
selling  them.  This  surplus  would  be  received  by  the  tradesman  in 
respect  of  the  capital  which  he  had  employed  in  maintaining  the  various 
labourers  engaged  in  the  work,  and  would  be  the  reward,  not  of  any 
labour,  but  of  the  abstinence  which  he  had  practised  in  forbearing  to 
consume  his  capital  If  he  had  chosen  to  employ  his  capital  in  main- 
taining labourers  who  produced  things  for  his  own  enjoyment,  he  would 
have  had  his  pleasure  then,  but  if  he  consents  to  forego  it  for  a  time 
and  employ  his  capital  in  producing  goods  for  the  use  of  others,  he 
receives  as  compensation  some  quantity  of  commodities  every  year, 
the  value  of  which  bears  some  relation  to  the  amount  of  the  capital 
which  he  employs.  I  may  assume  that  this  relation  is  that  of  one 
to  twenty,  or  five  per  cent,  per  annum,  and  then  a  commodity  which 
requires  the  labour  of  twenty  men  for  a  year  to  produce  will 
exchange  for  the  labour  of  twenty-one  men.  The  law,  therefore,  may 
be  more  correctly  expressed  by  saying  that  the  value  of  a  commodity 
is  determined  by  the  amount  of  labour  and  abstinence  which  are 
required  to  produce  it,  but  there  is  still  a  further  qualification  which 
needs  to  be  added.  Commodities  of  the  same  kind  are  not  all  prodniSed 
with  the  same  expenditure  of  labour,  and  yet  they  have  the  same  value. 
It  is  a  familiar  expression  that  there  cannot  be  two  prices  in  one  market, 
which  means  that  two  barrels  of  flour,  for  instance,  the  quality  of  which 
|s  known  or  believed  to  be  the  same,  if  exposed  side  by  side  in  the  same. 
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Aap,  will  sell  for  the  same  prioe.     This  foIlowB  inevitably  from  the 

pdndple  that  erery  one  desires  to  obtain  wealth  with  the  least  possible 

laboor,  for  no  one  would  give  a  higher  prioe  for  an  article  when  he  oould 

obtain  another  equally  good  by  paying  a  lower  price,  since  the  larger 

aim  of  money  mnst  have  been  obtained  with  more  labour  than  the 

.onsller  sum.     As^  therefore,  different  soils  in  the  same  country  are  of 

diffsient  d^iees  of  fertility,  the  com  and  other  products  raised  from  them 

are  obtained  with  different  amounts  of  labour,  but,  as  all  the  products  of 

tbe  same  kind  poBsess  the  same  value,  it  is  necessary  to  decide  which  of 

them  determines  the  value  of  the  rest.  .  It  might  at  first  be  thought 

that  the  value  would  be  determined  by  the  average,  and  that  if  half  the 

wheat  in  the  country  were  raised  in  such  circumstances  that  the  labour 

d  each  man  produced  twenty  hectolitres,  and  the  other  half  in  such 

CDComstanoea  that  the  labour  of  each  man  yielded  ten  hectolitres,  the 

Talae  of  fifteen  hectolitres  would  be  equal  to  a  year's  labour,  but  a  Uttle 

eoDsideration  will  show  that  this  would  not  be  the  case.    If  it  were,  the 

hbomiraB  who  worked  on  the  inferior  soils  would  give  h  quantity  of  com 

which  it  had  taken  them  a  year-and-a-half  to  prodace  in  exchange  for 

a  year's  labour  on  the  part  of  spme  one  else,  and  they  would  manifestly 

lose  by  the  exchange,  since  they  could,  by  working  for  themselves, 

obtam  as  much  of  any  other  thing  in  a  year  as  they  could  in  exchange 

for  their  com.     The  value  of  wheat,  therefore,  must  be  such  that  ten 

hectolitres  will  command  a  year's  labour,  and  when  this  is  the  case  no 

hibooier  will  have  anything  to  gain  by  changing  his  trade.   If  a  tailor  is 

diantisfied  with  the  quantity  of  wheat  which  he  receives,  he  cannot  obtain 

more  by  turning  farmer,  for  this  will  only  enable  him  to  produce  ten 

hectolitres  for  himself,  which  is  just  what  he  received  before.    AH  the 

mperior  soils  are  abeady  occupied,  for  otherwise  the  fanners  would  not 

cultivate  the  inferior  ones,  and  he  mast  therefore  content  himself  with 

one  rf  these  latter.     The  law,  therefore,  may  be  rendered  still  more 

eorrect  by  saying  that  the  value  of  a  commodity  depends  on  the  labour 

and  abstinence  which  are  necessary  to  produce  it  in  the  least  favourable 

circamstances.   The  amount  of  abstinence  is  in  proportion  to  the  amount 

of  the  capital,  which  again  is  in  proportion  to  the  amount  of  labour 

oqdoyed,  so  that  if  the  amount  of  labour  required  to  produce  a  certain 

commodity  be  greater  at  one  time  or  place  than  at  another,  the  abeti- 

nenoe  is  greater  also,  and  the  value  increases  in  proportion  to  the  labour 

employed.    If  we  were  considering  the  case  which  Bastiat  was  so  fond 

of  quoting,  that  of  Bobinson  Gmsoe,  it  would  be  a  traism  to  say  that 

the  things  which  he  produced  were  worth  as  much  trouble  as  he  took  to 

produce  them,  for  this  is  implied  in  the  very  fact  of  their  production. 

The  tmth  which  the  law  expresses  is,  that  aU  labourers,  in  whatever 
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trade  thej  are  engaged,  obtain  commodities  with  the  same  amount  of 
labour  as  those  who  actoaUy  produce  them ;  and  this,  though  deducible 
from  the  principles  of  human  nature,  is  bj  no  means  self-evident,  and 
has  often  been  explicitly  or  implicitly  denied.  In  practice  it  often 
happens  that  the  price  at  which  a  conmiodity  is  sold  is  not  sufficient  to 
remunerate  all  the  labour  which  has  been  employed  in  producing  it,  and  on 
the  other  hand,  it  is  often  more  than  sufficient  to  do  this ;  but  neither  of 
these  cases  can  be  permanent,  and  the  production  of  the  article  in 
question  will  be  abandoned  in  the  one  case,  while  in  the  other  its  value 
will  be  reduced  by  means  of  competition.  The  value  which  is  equivalent 
to  the  cost  of  production  (t.d.,  the  labour  and  abstinence  employed),  has 
been  termed  the  '' natural"  or  ^'normal "  value,  and  the  actual  market 
value,  if  it  does  not  always  correspond  to  the  natural  value,  oscillates 
within  narrow  limits  above  and  below  it.  When  we  find,  as  in  London 
at  the  present  time,  that  10  grammes  of  gold  will  exchange  for  more  than 
1000  Mlogrammes  of  coal,  we  may  be  sure  that  it  requires  a  hundred 
thousand  times  as  much  labour  to  procure  a  given  weight  of  gold  as  to 
procure  the  same  weight  of  coal.  If  from  any  cause  it  becomes  more 
difficult  to  produce  a  particular  commodity  than  it  has  formerly  been,  its 
value  must  rise  so  as  to  be  equal  to  the  increased  amount  of  labour 
employed  upon  it,  unless,  indeed,  its  production  be  altogether  abandoned. 
It  has  now  become  more  difficult  to  procure  oysters  than  it  was  a  few 
years  ago,  and  their  price  has  risen  five  or  six  fold,  while  wages  are  but 
slightly  higher  than  they  were  before,  so  that  they  will  exchimge  for 
more  labour.  It  is  well  known  that  the  price  of  cotton  rose  considerably 
during  the  period  of  the  civil  war  in  America^  because  in  no  other  part 
of  the  world  could  so  large  a  quantity  of  cotton  be  raised  with  so  little 
labour  as  in  the  Southern  States  of  America,  which  were  prevented  by 
the  war  from  pursuing  this,  their  usual  occuptition*  When  any 
improvement  is  introduced  in  manufistcturing  industry  which  enables  the 
same  number  of  labourers  to  produce  a  greater  quantity  of  goods,  their 
price  is  lowered,  while  the  rate  of  wages  remains  the  same,  or  does  not 
fall  in  proportion,  and  the  goods  exchange  for  less  labour.  Babbage 
mentions  (in  his  Economy  of  Machinery  and  Manufacture,  chap.  17) 
that  the  price  of  a  gross  of  bed  screws  at  Birmingham  had  been  reduced 
from  221  50c.  in  1818  to  7f.  50c.  in  1828,  being  a  reduction  in  ten 
years  to  one  third  of  its  former  rate,  in  consequence  of  variouB 
improvements  in  the  method  of  producing  them.  Whatever  alteration 
may  have  taken  place  in  the  rate  of  wages  during  the  same  interval,  there 
certainly  was  not  a  fall  of  equal  extent.  When  any  district  enjoys 
peculiar  facilities  for  producing  a  particular  article,  its  value  is  lower 
there  than  in  other  less-favoured  districts.    Wine  can  be  produced  in 
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Fnnoe  widi  less  labour  than  in  England,  and  it  exchanges  for  less  labour 
there  than  it  does  here,  and  gold  exchanges  for  less  labour  in  Australia, 
where  the  mines  are  exceedingly  fertile,  than  in  Qermany,  where  it  can 
only  be  extracted  from  the  sands  of  the  Ehine  with  much  more  labour  in 
proportion  to  the  yield  If  a  commodity  coold  formerly  be  produced 
with  the  labour  of  three  men  for  a  day,  it  must  have  exchanged  for  three 
dijB'  labour,  but  if  it  now  requires  the  labour  of  three  men  for  three 
days,  it  will  exchange  for  nine  days'  labour,  as  will  appear  when  its  price 
k  compared  with  the  rate  of  wages.  That  the  production  of  a  commodity 
cannot  be  continued  unless  its  price  is  sufficient  to  pay  the  wages  of  all 
the  laboorers  employed,  is  so  obyious  that  it  seems  hardly  to  require 
proof,  and  yet  Bicardo  has  denied  what  is  a  necessary  consequence  of  its 
troth,  that  a  commodity  must  exchange  for  more  labour  if  it  requires 
more  to  produce  it.  He  says  : — '*  In  the  same  country  double  the 
quantity  of  labour  may  be  required  to  produce  a  given  quantity  of  food 
and  neoeasaries  at  one  time,  that  may  be  necessary  at  another,  and  a 
distant  time ;  yet  the  htbourer's  reward  may  possibly  be  very  little 
diminished.  If  the  labourer  s  wages  at  the  former  period  were  a  certain 
qoantity  of  food  and  necessaries,  he  probably  could  not  have  subsisted  if 
that  quantity  had  been  reduced.  Food  and  necessaries  in  this  case  will 
have  risen  100  per  cent.,  if  estimated  by  the  quantUy  of  labour  necessary 
to  their  production,  whQe  they  will  scarcely  have  increased  in  value,  if 
measured  by  the  quantity  of  labour  for  which  they  will  exchange.  The 
flame  remark  may  be  made  respecting  two  or  .more  countries.  In 
America  and  Poland,  on  the  land  last  taken  into  cultivation,  a  year's 
Ubonr  of  any  given  number  of  men  will  produce  much  more  com  than 
on  hnd  similarly  circumstanced  in  England*  Now,  supposing  all  other 
neocflsaries  to  be  equally  cheap  in  those  three  countries,  would  it  not  be 
a  great  mistake  to  conclude  that  the  quantity  of  com  awarded  to  the 
labomer  would  in  each  country  be  in  proportion  to  the  &cility  of 
ptodaction  ?  "  (Chap.  1,  sec.  1).  If  these  statements  of  Sicardo  were 
tme  they  would  constitute  a  serious  objection  to  the  theory  of  valae 
sbove  set  forth,  but  he  has  not  attempted  to  prove  them  by  evidence  of 
any  sort  or  kind.  He  says  that  it  may  require  twice  as  much  labour  to 
ptoduce  a  given  quantity  of  food  at  one  time  as  at  another,  and  that  yet 
the  laboorer  will  receive  as  much  as  before  for  the  same  quantity  of 
labour.  He  cannot  mean  that  a  labourer  can  earn  in  six  months  what  it 
takes  him  twelve  to  produce,  for  in  such  a  case  the  labourers,  if  they 
oonanmed  all  that  they  earned,  would  consume  more  than  they  produced, 
which  is  manifestly  impossible.  It  appears  from  this  and  other  passages 
that  the  case  which  he  imagined  was  one  in  which  the  whole  loss  should 
M  on  the  capitalists,  the  remuneration  of  abstinence,  or  the  rate  of  profit 
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being  diminished^  while  the  remoneration  of  labour  should  remain  the 
same^  and  the  following  illustration  probably  expresses  his  meaning.    In 
the  first  instanoe,  the  labour  of  five  men  for  a  year  is  sufficient  to  produce 
250  hectolitres  of  wheat,  while  their  wages  are  equivalent  to   100 
hectolitres,  or  twenty  apiece,  and  the  capitalist  receives  150,  which  is  a 
profit  of  150  per  cent.    In  the  second,  it  has  become  twice  as  difficult 
to  produce  wheat,  and  the  five  men  produce  only  125  hectolitres,  but 
they  still  receive  100  for  their  wages,  and  the  rate  of  profit  has  Mien 
to  twenty-five  per  cent.    In  a  later  chapter  I  shall  have  to  examine  the 
arguments  which  have  been  adduced  to  show  that  the  rate  of  profit  varies 
at  different  times  and  places,  and  will  only  say  here  that  it  has  never 
been  proved,  and  that  the  case  which  Bicardo  puts  appears  to  me  to  be 
wholly  imaginary.    If,  however,  it  could  be  proved  that  such  a  case  had 
ever  occurred,  it  would  be  necessary  still  farther  to  qualify  the  law  of 
value.    Capital  and  labour  must  then  be  assumed  to  be  two  separate 
agents  working  independently  of  each  other,  and  the  value  of  a  oonimodity 
may  be  said  to  be  equal  to  the  labour  employed  in  producing  it,  the 
capital  being  altogether  lefi;  out  of  the  account.    Thus  in  both  the  cases 
just  cited  100  hectolitres  are  produced  by  the  labour  of  five  men,  and 
will  accordingly  exchange  for  that  amount  of  labour,  but  in  the  first  case 
the  capital  employed  produces  150  hectolitres,  andonly  twenty-five  in  the 
second.    This  mode  of  speaking  may  be  thought  inconvenient,  but  I 
only  suggest  it  in  order  to  include  cases  the  possibility  of  which  I  do  not 
admit.    When  we  find  that  the  labour  of  one  man  produces  more  wheat^ 
in  America  than  it  does  in  England,  we  should  expect  to  find  that  the 
wages  of  an  American  labourer,  if  all  expended  upon  wheats  would 
purchase  a  larger  quantity  than  the  wages  of  an  English  labourer ;  and 
this,  in  spite  of  Bicardo,  we  do  find.    It  is  well  known  that  money- 
wages  are  higher  in  America  than  in  England,  and  that  the  price  of 
wheat  is  lower  in  the  former  country.    Mr.  Somers  mentions  in  hifl 
"Southern  States  since  the  War"  (Macmillan,  1871),  that  the  rate  of 
wages  paid  to  common  negro  labourers  in  the  Southern  States  is  a  dollar 
a  day,  and  on  p.  140  he  mentions  that  the  ordinary  price  of  wheat  in 
Alabama  is  a  dollar  a  bushel,  at  which  rate  a  labourer  would  have  to  work 
two  and  three  quarter  days  in  order  to  procure  a  hectolitre.    In  England, 
the  average  rate  of  wages  is  2f.  50c.  a  day,  and  20f.  the  hectolitre  is 
rather  below  the  ordinary  price,  so  that  an  English  labourer  is  fortunate 
if  he  can  obtain  a  hectohtre  by  eight  days'  labour.    As  for  Poland, 
Bicardo  has  given  us  no  figures  to  prove  either  that  wheat  is  there 
grown  with  less  labour  than  in  England,  or  that  the  Polish  labourer  can 
obtain  less  wheat  in  exchange  for  his  wages,  and  as  I  am  hot  in 
possession  of  the  neoessaiy  statistics,  I  cannot  decide  the  question  of 
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fad,  bat  his  yagae  sfcatement  is  not  a  sofficient  ground  for  abandoning  a 
theoiy  which  is  deduced  from  the  principles  of  human  nature.  Ajb  yalae 
is  determined  bj  cost  of  production,  so  cost  of  production  is  measured  by 
T&Iae,  and  when  we  find  that  the  value  of  a  certain  commodity  is  greater 
at  one  time  or  plac»  than  at  another,  we  may  safely  infer  that  its  cost  of 
prodocdon  is  greater. 

The  Talue  of  manufactured  articles  depends  on  the  quantity  of  labour 
which  is  required  in  all  the  stages  of  production,  in  obtaining  the  raw 
material,  in  working  it  up,  and  in  transporting  the  finished  goods  from 
the  place  where  they  are  made  to  the  place  where  they  are  wanted.  This 
is  most  clearly  shown  in  the  case  of  goods  made  to  order.  When  a  con- 
tractor undertakes  to  supply  10,000  pairs  of  shoes^  the  price  which  he 
demands  is  that  which  he  considers  will  leave  him  his  usual  profit  after 
paying  for  all  the  labour  expended  in  making  the  shoes,  and,  after  pur- 
chasing the  leather,  the  price  of  which  depends  in  like  manner  on  the 
amount  of  labour  expended  in  dressing  the  hides  and  in  tending  the 
animals  whose  hides  are  made  use  of.  If,  after  the  conclusion  of  a  con- 
tract, anything  happens  to  make  more  labour  necessary  to  prepare  the 
leather  or  to  make  the  shoes,  the  contractor  suffers  a  loss,  and  will  not 
Yindertake  a  fresh  contract  on  similar  terms,  but  will  insist  on  receiving 
enough  to  remunerate  his  outlay,  and  thus  the  value  of  the  shoes  is  raised 
to  an  equality  with  the  labour  expended  in  producing  them.  If,  on  the 
other  hand,  any  improvement  be  introduced  into  a  manufactory,  which 
enables  more  goods  to  be  produced  with  the  same  amount  of  labour, 
their  value  will  for  a  time  be  in  excess  of  their  cost  of  production,  but 
this  is  only  for  a  time,  and  is  only  because  the  same  improvement  has  not 
been  introduced  into  aU  the  manufactories  of  the  same  class,  since  value 
depends  on  the  cost  of  production  in  the  least  favourable  circumstances ; 
and  if  the  one  manu&ctory  where  the  improvement  has  been  introduced 
is  able  to  supply  all  the  goods  which  the  country  requires,  or  if  the  im- 
provement is  generally  adopted,  the  value  must  fall  in  proportion.  When 
it  was  found  that  three  bed-screws  could  be  produced  at  Birmingham 
with  as  little  labour  as  one  had  formerly  been,  the  manufacturers  were 
compelled  to  reduce  their  price ;  since,  if  they  had  not  done  so,  other 
persons  would  have  entered  into  the  trade,  and  would  have  obtained  aU 
the  cQstom  by  offering  them  to  the  public  at  a  lower  price.  The  point  at 
which  the  price  settles  is  obviously  one-third  of  its  former  rate  (the  value 
of  gold  being  supposed  stationary),  beeause  when  that  point  is  attained, 
no  one  has  anything  to  gain  by  abandoning  his  trade  and  engaging  in 
the  manufacture  of  screws,  whUe,  until  it  is  reached,  every  person  who 
^nmts  screws  has  an  inducement  to  do  so ;  because  he  can  thereby  obtain 
them  with  less  labour  than  by  working  at  his  own  trade  and  exchanging 
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his  prodacts  for  them^  and  equilibriam  is  attained  when  iihe  forces  acting 
in  all  directions  are  equal.    A  sadden  increase  of  the  dmimd  for  any 
particular  kind  of  manufactured  goods  has  conunonly  for  its  first  effect 
an  increase  of  their  cost^  because  it  becomes  necessary  to  employ  fresh 
workmen  whose  labour  is  less  efficient,  and  to  resort  to  manufactories 
which  are  not  so  well  situated,  either  as  regards  their  capacity  for  produc- 
tion, or  as  regards  their  means  of  access  to  the  market  which  is  to  be 
supplied ;  but  a  permanent  increase  of  the  demand  tends  rather  to  dimin- 
ish the  cost  of  production,  and,  consequently,  the  value.    Production  on 
a  large  scale  makes  it  profitable  to  introduce  expensive  machinery,  and  to 
carry  the  division  of  labour  to  a  much  greater  extent  than  could  other- 
wise be  done,  and  both  these  causes  tend  to  diminish  the  cost  of  the 
articles.    In  goodB  in  which  the  cost  of  obtaining  the  raw  material  con- 
stitutes a  very  small  portion  of  the  total  cost,  manufacturing  improve- 
ments may  effect,  and  are  constantly  effecting  very  considerable  reductions 
of  value ;  and  even  if  the  cost  of  the  raw  material  is  at  the  same  time 
rising,  it  has  no  perceptible  effect  in  counteracting  the  tendency  to  a  M 
of  value.    A  piece  of  iron  weighing  half  a  kilogramme,  and  worth 
twenty  centimes,  may  be  worked  up  into  50,000  watch  springs  worth 
twenty  centimes  a  piece,  and  it  is  evident  that  a  rise  in  the  price  of  iron  to 
ten  times  its  former  rate  will  have  no  perceptible  effect  on  the  price  of 
the  springs,  but  the  manufacturer  may  gain  something  when  the  price  of 
iron  is  low,  and  lose  something  when  it  is  high,  while  always  selling  the 
goods  at  the  same  price.    It  may,  however,  ofi^en  happen  that  the  in- 
creased cost  of  the  raw  material  affects  the  price  of  the  finished  article 
without  the  customers  becoming  aware  of  the  fact,  for  the  quality  of  the 
article  may  be  somewhat  altered  for  the  worse,  without  the  change  being 
detected.    Every  improvement  in  manufactures  tends  to  produce  other 
improvements,  because  every  diminution  of  the  cost  of  an  article  brings 
it  within  the  reach  of  a  larger  circle  of  consumers,  and  thus  causes  a 
demand  for  a  still  larger  quantity,  which  again  renders  possible  a  still 
further  employment  of  machinery,  and  a  greater  division  of  labour, 
which  still  fiirther  reduces  the  cost  and  brings  it  within  the  reach  of  a 
larger  circle  of  consumers,  and  the  same  cycle  is  again  repeated.    The 
application  of  steam  to  the  manufacture  of  cloth  has  greatly  increased 
the  quantity  of  cloth  consumed,  and  this  increase  has  produced  a  oorre^ 
spending  increase  in  the  number  of  machines  annually  produced  for  the 
use  of  the  cotton  mills,  and  this  has  led  to  numerous  improvements  in  the 
maohines  themselves.  The  great  extension  of  trade  which  these  improve- 
ments  produced  rendered  it  necessary  to  improve  the  means  of  commu" 
nication,  and  rendered  it  profitable  to  construct  and  work  railways  for 
that  purpose ;  and  these  have  still  further  reduced  the  oost  of  transport- 
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iDg  the  material  to  &e  fiiotories,  and  the  finished  goods  to  the  oonsomers. 
As  an  improvement  once  introduced  is  neyer  lost,  and  as  it  is  ahnoat  cer- 
tain to  become  the  parent  of  other  improvementSy  there  results  a  oon- 
Btant  tendency  to  a  fall  in  the  yahe  of  mannfaotored  goods  as  a  socie^ 
ad^uiceB  in  wealth  and  dvilisation ;  and  it  may  be  seen  by  reference  to 
former  periods  of  onr  own  history,  or  to  less  civilised  conntries  at  the 
present  tune,  thaJt  at  those  times  and  places  much  more  labonr  is  neoes- 
sary  to  prodnce  articles  which  are  here  r^;arded  as  necessaries  even  by 
the  poorest  dass,  and  which  are  here  produced  at  an  insignificant  cost, 
T\m  ooDStitates  the  main  feature  of  the  economic  progress  of  society, 
and  is  the  object  to  which  the  efforts  of  the  industrial  classes  are  con- 
stantly directed,  and  with  constant  suocess  in  spite  of  all  the  obst«udes 
whioh  the  parsimony  of  nature,  or  the  folly  and  rapadty  of  man  are  for 
ever  interposing  in  their  path. 

The  materials  which  are  employed  in  manuftctures  of  all  sorts  are 
obtained  in  the  first  instance  from  the  earth ;  sometimes  in  the  Ibrm  of 
vegetables  {ffodnced  on  the  surface,  sometimes  in  that  of  minerab 
deposited  beneath  it.  The  industries  whose  object  is  to  obtain  one  or 
other  kind  of  product  have  been  called  by  French  Economists  /'extrac- 
tive indnstaJes,"  thus  including  agriculture,  mines,  and  fisheries  in  one 
general  dass  which  has  some  characters  in  common,  and  some  which 
distingniflh  it  from  the  class  of  manu&ctuiing  industries  which  have  just 
been  considered.  The  important  point  in  which  they  differ  is  that  thei^ 
is  a  more  marked  diversity  in  the  productiveness  of  different  mines  and 
different  fanus  in  the  same  district  than  is  found  to  prevaU  among 
manufactories  of  the  same  class.  Here,  therefore,  it  becomes  more 
necessary  to  bear  in  mind  that  the  vdue  of  conunodities  depends  on  the 
cost  of  producing  them  in  the  least  favourable  circumstances.  Although 
most  of  the  coal  mines  in  the  same  district  may  be  said  generally  to  be 
eqaaUy  rich,  yet  there  are  always  some  which  are  richer  than  the  average, 
and  some  which  are  too  poor  to  make  it  worth  while  to  work  them.  If 
in  those  mines  which  are  just  rich  enough  to  remunerate  the  labour 
and  abstinence  expended  in  working  them  the  average  yield  of  coal  is 
1,000  Idloe  a  day  for  each  man  employed,  the  value  of  1,000  kilos  will 
be  eapsl  to  a  day's  labour. '  If  there  should  be  a  great  diminution  in  the 
oonsomption  of  coal,  some  of  the  inferior  mines  will  be  abandoned,  and 
the  value  of  coal  will  fall,  because  it  can  be  obtained  from  the  superior 
mines  with  less  labour.  If,  on  the  other  hand,  there  should  be  a  great 
increase  in  the  consumption  of  coal,  it  becomes  necessary  to  resort  to 
some  inferior  mines,  which  yield  perhaps  only  500  kilos  to  a  day's 
labour,  and  the  value  of  coal  is  oonsequently  doubled.  In  the  conmience^ 
ment  of  1872  these  was  a  great  increase  in  the  demand  for  iron  ore,  and 
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this  induced  English  merchants  to  send  large  orders  to  Bilbao  in  Spain^ 
but  these  orders  were  much  larger  than  could  be  properly  executed,  and 
it  was  necessary  for  the  ships  to  wait  much  longer  than  usual  before 
obtaining  their  cargoes,  which  increased  the  expenditure  of  the  merchants 
and  the  yalue  of  the  ore.  As  the  most  fertile  mines  are  the  first  worked, 
and  as  the  expense  of  working  the  same  mine  increases  in  proportion  as 
the  excavations  are  sunk  deeper  into  the  ground,  there  is  a  oonstant 
tendency  to  an  increase  in  the  yalue  of  minerals,  being  exactly  the 
reverse  of  the  tendency  observed  in  manu&cturing  industry.  In 
Australia,  immediately  after  the  gold  discoveries,  it  was  found  that  an 
ordinary  digger  might  expect  to  obtain  8  grammes  of  gold  by  a  day's 
labour,  and  the  value  of  gold  fell  to  such  a  point  that  8  grammes  would 
exchange  for  a  day's  labour,  but  five  years  afterwards,  the  sur&ce 
diggings  having  been  for  the  most  part  exhausted,  the  average  yield  of 
the  mines  was  only  2  grammes  for  each  day's  labour,  and  the  valae  of 
gold  fell  in  proportion.  But  this  general  tendency  to  a  rise  is  ooonter- 
acted  and  sometimes  overborne  by  mechanical  improvements,  which 
enable  the  miners  to  bring  the  minerals  to  the  surface  with  nmch 
less  labour  than  was  formerly  necessary,  including,  of  course,  the  labour 
of  those  employed  in  making  the  machines  and  bringing  them  to  the 
mines.  The  same  effect  is  produced  by  mechanical  or  chemical  diB- 
Goveries,  which  facilitate  the  extraction  of  certain  metals  from  the  ore 
in  which  they  are  found ;  and,  besides  these  general  causes,  there  are  also 
occasional  discoveries  of  mines  more  abundant  than  any  previously 
worked.  It  is  well  known  that  some  very  abundant  gold  mines  were 
discovered  in  California  in  1848,  but  it  is  not  so  well  known  that  some 
very  abundant  quicksilver  mines  were  discovered  in  the  same  country  in 
1850,  and  that  this  greatly  reduced  the  cost  of  extracting  silver  from  the 
ore  in  the  workshops  of  Mexico.  The  great  fall  in  the  value  of  silver  in 
the  16th  century  was  owing  not  only  to  the  discovery  of  the  mines  of 
Potosi  and  other  places,  but  also  to  that  of  a  method  of  employing  quick- 
silver in  extracting  it  from  the  ore. 

The  rise  in  the  value  of  minerals,  or  indeed  of  any  article,  is  always 
limited  by  one  circumstance,  its  utility  to  the  consumers,  since  no  one 
will  give  more  labour  in  exchange  for  any  article  than  he  considers  will 
be  compensated  by  the  enjoyment  which  the  possession  of  the  article  will 
afford  him.  If  it  is  so  difScult  to  procure  iron  or  copper  that  the  labour 
required  seems  to  the  people  to  be  too  heavy  a  price  to  pay  for  the 
pleasure  of  possessing  them,  they  are  said  to  be  not  worth  the  trouble 
of  producing,  and  the  mines  are  not  worked  at  aH  If  there  are  two 
commodities  of  such  a  nature  that  one  of  them  can  be  substituted  for  the 
other,  a  rise  in  the  value  of  one  induces  many  people  to  abandon  its  use^ 
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ud  to  Tue  the  other  for  the  same  purpoee.  Thus,  if  coal  should  experi- 
ence a  great  rise  of  value,  its  consumption  will  be  greatly  diminidied, 
sod  wood  would  be  used  for  fuel^and  the  effect  of  this  would  be  to  check 
theiise  in  the  value  of  coal,  since  the  smaller  quantity  required  might 
be  obtained  from  the  superior  mines,  and  to  raise  the  value  of  wood, 
fiDoe  the  greater  quantity  required  could  only  be  obtained  by  resorting 
to  inferior  or  more  remote  forests.  Gold  and  silver  stand  in  this  relation 
to  each  other,  and  a  fall  in  the  value  of  one  always  tends  to  produce  a 
m  in  the  value  of  the  other. 

In  some  mines,  more  particularly  those  of  gold  and  copper,  the  amount 
of  the  product  which  a  given  amount  of  labour  will  yield  is  extremely 
uncertain,  but  this  uncertamty  is  the  prevailing  characteristic  of  agri- 
cdtoial  mdustry,  since  the  amount  of  the  crop  varies  with  the  state  of 
Ae  weadier,  which  can  never  be  known  beforehand.    It  may  be  thought, 
therefore,  and  it  has  been  contended  that  the  law  that  value  depends  on 
cost  of  production  does  not  apply  to  the  case  of  agricultural  produoei 
Bat  a  little  consideration  will  show  that  farming  cannot  be  permanently 
earned  on  unless  the  value  of  the  produce  is  sufficient  to  remunerate  all 
the  labour  and  abstinence  which  are  exerted  by  &rmers.     If  this 
were  not  the  case,  no  one  would  engage  in  forming  except  to  produce 
food  for  himself,  and  no  one  would  supply  the  wants  of  others  unless 
they  gave  him  in  exchange  as  much  as  he  could  produce  for  himself  if 
he  worked  at  their  trades.    If,  as  a  general  rule,  ten  days*  labour  is 
required  to  produce  a  hectolitre  of  wheat  on  the  worst  land  which  is 
permanently  cultivated,  the  value  of  a  hectolitre  must  be  generally  equal 
to  ten  days'  labour.    The  labour,  of  course,  includes  that  which  is  ex- 
pended in  making  the  ploughs  and  other  implements  employed,  and  the 
absdnence  of  the  farmers  must  also  be  remunerated.    Most  Economists 
accordingly  consider  that  the  value  of'  com  conforms  to  its  average  cost 
of  production  when  a  long  series  of  years  are  taken  into  account,  but 
they  do  not  think  that  its  actual  value  depends  on  the  cost  of  producing 
it  in  eadi  paitionlar  year.    If  an  un&vourable  season  makes  the  crop  of 
one  year  less  Hj^'one-sixth  than  that  of  the  preceding  year  its  value  has 
been  known  t&k  doubled,  and  this  is  considered  a  proof  that  its  value 
is  not  determifi^  by  its  cost  of  production.    If  it  were,  they  seem  to 
consider  that  its  Value  would  only  rise  to  the  extent  of  one-sixth,  but  if 
this  bq>pened  it  would  be  very  difficult  to  reconcile  it  with  the  theory. 
It  is  not  the  average,  but  the  worst  land  which  determines  the  cost,  and 
it  hj  no  means  follows  that  because  the  whole  area  produces  one-sixth 
less  than  it  did  before,  therefore  every  farm  yields  five-sixths  of  its  usual 
quantity.    Suppose  the  whole  crop  in  the  country  to  be  600,000  hecto- 
litres of  wheat,  and  that  100,000  of  these  are  grown  on  land  which  yields 
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one  hectolitre  to  12  days'  labonr,  and  that  this  land  being  the  ^rorst 
cultivated,  or,  ^  Dr.  Chalmers  calls  it,  the  "  mai^  of  cultivation,"  the 
value  of  a  hectolitre  is  consequently  equal  to  12  days'  labour.  If  an 
un&vourable  season  reduces  the  crop  to  500,000  hectoUties,  does  it  by 
any  means  follow  that  the  wheat  grown  on  the  worst  land  will  be  pro- 
duced at  the  cost  of  14  days'  labour  to  each  hectolitre  ?  It  is  well 
known  that  the  weather  is  not  the  same  in  all  parts  of  the  country,  and 
if  the  average  deficiency  is  one-sixth  it  is  certain  to  be  much  greater  in 
some  parts,  and  probably  in  some  of  the  worst  lands  it  may  amount  to 
one-half.  Thus  40,000  hectolitres  may  be  produced  at  a  cost  of  24  dajs' 
labour  apiece,  and  the  &rmers  who  have  produced  them  are  as  aniioiis 
as  any  others  to  obtain  full  compensation  for  the  labour  which  they  have 
expended,  and  they  will,  if  possible,  hold  back  their  com  until  its  value 
rises  to  24  days'  labour  per  hectolitre.  The  great  deficiency  which 
generaQy  prevails  may  enable  them  to  do  this,  since  wheat  is  a  necessary 
of  life,  and  people  will  give  24  days'  labour  for  a  hectolitre  rather  thaa 
go  without  it.  Mr.  Madeod*  contends  that  the  value  of  com  does  not 
depend  on  the  cost  of  production,  because  every  farmer  tries  to  get  as 
much  as  he  can  for  it^  but  this  proves  nothing,  since  it  only  shows  that 
every&rmertries  to  get  as  much  as  will  repay  him  for  his  outlay;  and,a8 
there  cannot  be  two  prices  in  one  market,  all  &rmers  obtain  as  much  as 
will  compensate  that  one  of  their  number  who  has  been  least  fortunate. 
Some  fermers  do  i^ot  obtain  enough  to  reimburse  their  expenses,  and  they 
consequently  fail,  but  this  is  because  a  demand  for  food  can  be  satisfied 
without  resorting  to  their  lands.  Wheat  is  used  for  other  purposes 
besides  that  of  making  bread,  and  those  who  wish  to  use  it  in  distilling 
or  other  ways  will  not  give  so  much  labour  in  exchange  for  it  as  those 
who  desire  to  have  it  in  the  shape  of  bread.  The  value  is  determined  by 
the  cost  of  producing  it  on  the  worst  farms,  which  must  be  tilled  in  order 
to  produce  the  quantity  of  food  which  the  people  are  determined  to  have, 
and  the  value  each  year  is  the  same  as  it  would  be  if  that  particular  kind 
of  weather  prevailed  every  year.  If  the  harvest  has  been  bad,  a  small 
quantity  of  com  is  brought  to  market,  and  those  farmers  who  have 
obtained  very  small  crops  are  able  to  obtain  a  high  price,  which  is 
sufficient  to  compensate  many  of  them  for  all  that  they  have  expended 
in  producing  it.  The  greater  the  scarcity,  the  greater  the  chance  that 
every  &rmer  will  receive  the  ftdl  remuneration  for  his  outlay,  snoe  the 
demand  for  food  being  almost  a  fixed  quantity,  the  smaller  the  amount 
of  the  crop,  the  more  necessary  it  becomes  to  obtain  the  produce 
of  every  team,  and,  therefore,  to  pay  the  fanner  whatever  he  thinks 

*  Theory  and  Praotioe  of  Baokiag,  p.  105. 
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sufficient.  The  opinion  oommonlj  prevaib  among  farmera  as  well 
as  other  dasBee  that  th67  benefit  by  eeaBona  of  scarcity,  and  lose 
by  Beasons  of  plenty,  and  this  opinion  has  some  foundation  in  fact,  but 
fiumerB  as  well  as  other  people  sofifer  as  oonsumers  by  the  deamess  of 
conu  When  com  is  dear  &nners  are  more  likely  to  dispose  of  their 
whole  stock  on  adTBotageons  terms,  and  when  it  is  cheap  Uiey  are  more 
likely  to  sell  some  of  it  at  a  loss,  for,  when  the  demand  for  food  is  satisfied^ 
those  who  want  wheat  for  other  purposes  will  not  giye  so  much  labour 
in  ezchange  for  it  When  a  country  has  Uttle  or  no  intercouise  with 
other  countries,  the  variations  of  the  seasons  may  produce  yariationsin  the 
I»ice  of  com  which  q>pear  almost  incredible  to  persons  living  in  England 
at  the  i«esent  day.  Thus  the  price  of  wheat  was  nine  times  as  high  in 
England  in  1317  as  it  was  in  1824,  and  it  was  ten  times  as  high  at  one 
period  of  the  year  1289  as  at  another  period  of  the  same  year.* 

In  our  time  a  considerable  rise  of  price  causes  hrge  quantitieB  to  be 
Bent  here  from  abroad,  and  it  is  not  necessary  to  resort  to  the  least  sue- 
ceBsfol  tKnoetB  to  obtain  the  quantity  which  we  require,  and  it  is  scarcely 
posBiUe  that  there  should  be  a  bad  hanrest  in  every  part  of  the  world  at 
the  same  time.  When,  on  the  other  hand,  the  English  harvest  is  good, 
com  is  e3q[)orted,  or  less  is  imported,  and  the  Ml  of  value  is  in  like  manner 
checked.  I  have  spoken  as  if  wheat  were  the  sole  product^  but  farmers 
prodaoe  many  things,  and  a  loss  on  one  may  be  compensated  by  a  gain 
on  another,  and  th^  are  satisfied  if  the  value  of  all  that  they  produce  is 
equal  to  the  whole  of  the  labour  which  they  have  expended  upon  it.  If, 
however,  they  find  that  they  lose  by  one  kind  of  crop,  they  dimimsh 
their  production  of  it  and  grow  more  of  something  else,  as  is  frequently 
done  with  wheat  and  barley^  and  Mr.  Somers  mentions  that  many  of  the 
Southexn  planters  are  substituting  wheat  for  cotton  as  their  principal 
crop,  because  they  find  the  hitter  to  be  unprofitable.  As  an  increased 
qnantily  of  agricultural  produce  can  only  be  raised  at  an  increased  cost, 
it  follows  that,  as  population  increases,  there  is  a  constant  tendency  to 
a  rise  in  the  value  of  all  things  of  this  class.  In  such  countries  as  South 
America  where  there  is  an  abundance  of  rich  pastures,  and  where  the 
cost  of  obtaining  catde  is  little  more  than  the  labour  of  catching  them, 
their  value  is  extremely  small ;  but  when  it  becomes  necessary  to  keep 
them  in  inferior  pastnres,  to  store  up  food  for  them  in  the  winter,  and  to 
provide  shelter  for  them,  the  cost  of  their  maintenance,  and  their  value, 
is  much  increased. 

Agrionltaral  improvements  are  perpetually  tending  to  reduce  the  cost 
of  prodaoticm,  but  the  tendency  to  a  rise  exists.     In  the  time  of  Henry 

«  See  ttie  Tables  in  Bir  F.  M.  Bden*s  '<Btate  of  the  Poor/* 
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the  Eighth,  a  labourer  could  obtain  three-and-a-half  kilos  of  beef  with  a 
day's  labour,  but  he  cannot  now  obtain  as  much  as  two  kilos  in  the  same 
time.  The  great  increase  of  the  population  of  Victoria  consequent  on 
the  gold  discoveries  raised  the  value  of  meat  fifty  per  cent,  the  price 
being  tripled,  while  the  rate  of  wages  was  merely  doubled  at  the  close  of 
1856.  During  the  twenty  years,  1852-72,  the  price  of  beef  in  London 
rose  forty-six  per  cent.,  and  that  of  mutton  forty-eight  per  cent.,  as  was 
remarked  by  the  Registrar  General  in  his  report  for  the  first  quarter  of 
the  latter  year,  but  wages  did  not  rise  in  proportion.  Most  Economists 
consider  that  there  is  a  tendency  to  a  rise  in  the  cost  of  all  agricoltnral 
produce,  and  that  the  increase  of  population  augments  the  cost  of  pro- 
ducing the  staple  food  of  the  people.  But  there  is  this  important 
difference  between  the  staple  article  of  food  and  other  articles,  that  while 
population  may  increase  before  the  quantity  of  the  latter  has  been 
increased,  it  cannot  do  so  before  the  quantity  of  the  former  has  been 
increased.  If  three  hectolitres  of  wheat  are  required  for  the  food  of  each 
person,  a  country  which  possesses  three  million  hectolitres  may  sapport 
a  million  inhabitants,  and  the  average  cost  of  each  hectolitre  may  be 
equal  to  ten  days'  labour.  If  the  population  could  be  suddenly  incr^sed 
by  one  hundred  thousand,  it  would  no  doubt  be  necessary  to  resort  to 
poorer  soils,  and  the  value  of  food  would  be  increased,  and  this  may 
happen  when  a  district  is  suddenly  invaded  by  a  large  army,  but  in  the 
ordinary  course  of  things  population  cannot  increase  until  more  food  has 
been  provided,  and  it  is  the  increased  quantity  of  food  which  enables 
people  to  maintain  a  larger  number  of  children.  If  people  oould  Uve  for 
a  year  without  food  they  might-  wait  until  the  extra  quantity  had  been 
provided,  but  if  they  could  live  for  one  year  they  might  live  all  their 
lives  without  it,  and  an  increase  of  their  numbers  would  not  of  neoesBity 
increase  the  consumption  of  food.  Many  duldren  are  no  doubt  brought 
into  the  world  before  the  quantity  of  food  has  been  proportionately 
increased,  but  this  causes  their  untimely  deaths,  and  not  an  increase  of 
the  quantity  or  the  cost  of  food.  In  ahnost  every  country  the  wages 
of  common  labourers  are  barely  sufficient  to  maintain  themselves  and 
their  &milies,  and  if  they  bring  into  the  world  more  children  than  they 
can  properly  support,  they  may  indeed  desire  more  food,  but  their  desire 
wiU  not  cause  it  to  be  produced.  Their  wages  being  barely  suflBteienfc  at 
previous  rates,  any  increase  in  the  cost  of  food  must  prevent  them  from 
obtaining  the  necessary  quantity,  and  some  persons  therefore  obtain  less 
than  IS  required  to  support  life.  Some,  therefore,  die  of  starvation,  or  of 
some  of  the  many  diseases  which  want  is  sure  to  engender,  and  the 
population  is  prevented  from  increasing  beyond  the  means  of  subsistence. 
It  was  to  prevent  the  frightful  suffering  which  these  words  imjrfy  that 
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Matthns  recommended  all  peisons  to  exercifle  ''moral  restraint/'  i.6,,  not 
to  bring  any  duldren  into  the  world  whom  they  were  not  able  to  main- 
tain; and  yety  with  angular  inconsiBtency,  he  himself  argaed  as  if 
population  oonld  increase  before  the  means  of  sabsistence,  althoagh  the 
fiict  that  it  oonld  not  was  the  sole  reason  for  his  recommending  the  ex* 
erciu  of  self  restraint  in  this  matter. 

Mr.  Bogers*  denies  that  the  cost  of  prodadng  food  has  any  tendency 
to  increase  with  the  growth  of  society,  and  maintains  that  the  cost  of 
prodnciBg  wheat  in  England  i&  not  greater  now  than  it  was  in  the 
14th  century^  although  the  population  of  the  country  has  increased  ten- 
fold; and  althoagh  the  total  agricoltnral  prodact  has  increased  seyen- 
fold,  and  a  great  deal  of  land  has  been  taken  into  cultiyation  which  was 
formeriy  thooght  too  poor  for  that  purpose.  The  tables  which  he  has 
ebewheare  pubhshed^f  though  extremely  copious,  do  not  throw  so  much 
light  om  this  question  as  could  be  desired,  for  while  they  furnish  most 
ample  information  respecting  the  prices  of  wheat  and  other  kinds  of 
grain,  thq^^  do  not  give  the  wages  of  common  labourers  with  sufBicient 
distinGtness.  The  wages  of  mowers  and  'threshers  are  given  not  by  the 
day,  bat  by  the  piece,  so  that  they  cannot  be  compared  with  the  rates 
prevailing  at  the  present  time.  IS  the  thatchers  may  be  considered  as 
conesponding  to  the  common  farm  labourers,  it  appears  that  the  wages 
of  tins  class  dniing  the  eight  years  1807-14,  were,  on  the  average,  an 
amount  of  silver  equivalent  to  88c.  a  day,  while  the  average  price  of 
wheat  dmring  the  same  period  was  8f.  8c.  the  hectolitre ;  so  that  a  hecto- 
litre would  exchange  for,  and  must  therefore  have  been  produced  by 
rather  more  than  nine  days'  labour.  The  average  price  of  the  same 
quantity  of  wheat  during  the  nine  years  1863-71,  was  21f.  80c. ;  and  the 
average  rate  of  wages  of  &rm  labourers  was  2f.  50c.,  so  that  the  cost  of 
a  hectolitre  was  rather  less  than  nine  days'  labour.  The  thatchers'  wages 
can  hardly  have  been  less  than  those  of  common  labourers ;  but  if  they 
were  Mgh^,  the  comparison  would  of  course  be  still  more  &vourable  to 
the  present  time,  but,  at  all  events,  the  cost  of  producing  wheat  is  not 
greater  now  than  it  was  at  one  period,  at  least,  in  the  14th  centnry.  The 
questimi,  however,  is  not  one  of  statistics,  but  of  theory ;  since,  if  it 
couM  be  proved  that  no  rise  in  the  cost  of  producing  food  had  actually 
taken  place,  this  wonld  only  show  that  the  tendency  to  a  rise  had  been 
coanleiaoted  by  agricultural  improvements  or  other  causes,  and  not  that  no 
snch  tradency  existed.  If,  on  the  other  hand,  it  were  shown  that  at  some 
formerperiod  the  cost  of  raising  wheat  was  much  less  than  at  present, 

*  See  his  Maniml  of  Politioal  Boonomy,  **  Clarendon  Press,**  186S. 
t  A  History  of  AgrlcnltUTe  and  Prices  in  England,  by  James  B.  Thorold  Bogers, 
ILiu, "  daroidoii  Press,"  1866. 
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UuB  would  prove  nothing  unless  it  could  be  also  proved  that  the  seaaons 
were  not  more  &yourable  at  that  time  than  at  present.  The  questioii  is 
whether  an  increase  of  population  can  take  place  before  an  increase  of 
fiK>dy  and  this  question  must  surely  be  aoswered  in  the  negatLve  by  eyery 
one  who  understands  by  '^increase  of  population"  an  actual  augmenta- 
tion of  the  number  of  the  inhabitants  of  a  countzy,  and  not  a  mere 
increase  of  births.  If  the  number  of  births  is  exactly  equal  to  that  of 
the  deaths  in  each  year,  there  is  no  increase  of  population;  and  thoagh 
the  people  may  determine  what  shall  be  the  number  of  births  which  take 
place  in  a  year,  they  cannot  determine  that  the  population  shall  increase 
unless  they  have  previously  increased  the  quantity  of  food.  As  a  cause 
must  precede  its  effect^  increase  of  population  cannot  be  the  oaoae  of  an 
increase  of  food,  nor  of  its  increased  deamess^  which  is  coiisequent  on  the 
resorting  to  poorer  soils  in  order  to  raise  a  larger  quantily.  If,  then,  tiie 
cost  of  food  has  any  tendency  to  increase  as  society  advances,  it  most  be 
because  farmers  are  prompted  by  some  motive  or  other  to  resort  to  poorer 
soils,  while  richer  ones  are  to  be  had.  But  sudi  a  supposition  is  oontrary 
to  the  principle  that  every  one  desires  to  obtain  wealth  by  the  least  pos- 
sible labour,  and  is  therefore  inadmissible.  Poor  land  is  taken  into 
cultivation,  not  because  the  population  has  increased,  but  because  some 
discovery  has  been  made  whidi  renders  it  possible  to  obtain  as  mnch 
profit  as  from  the  worst  previously  cultivated,  and  this  discovery  enables 
the  quantity  of  food  to  be  increased,  and  an  increase  of  population  ia  the 
effect  and  not  the  cause.  It  a[^)earB,  then,  that  while  manu&ctored 
commodities  tend  to  M  in  value  as  society  advances,  and  raw  produce  in 
general  tends  to  rise,  the  value  of  the  staple  food  of  the  people,  thoagh 
it  varies  from  year  to  year,  tends  always  to  remain  stationary  when  the 
seasons  are  equally  &vourable.  As  the  value  of  a  commodity  aSbrda  a 
sure  index  of  its  cost  of  production,  a  good  table  of  statistics  woold 
enable  us  to  infer  a  good  deal  respecting  the  economic  condition  of  a 
.country  if  history  had  not  furnished  us  with  any  information  on  the 
point.  The  excellent  table  of  ways  and  prices,  in  Victoria,  during  the 
years  1851-56,  given  by  Mr.  Newmarch  in  an  appendix  to  Tooke's 
**  History  of  Prices  "  diows  that  wages  were  doubled  during  that  period, 
and  so  gceai  a  rise  in  so  short  a  time  would  tell  us  that  some  great  dis- 
covery of  gold  must  have  taken  place,  if  we  had  no  historical  evidence 
of  the  fact.  From  the  same  table  it  appears  that  the  value  of  meat  rose 
5.0  per  cent,  and  this  would  show  a  great  increase  of  population.  Other 
articles,  such  as  cloth,  tobacco,  spirits,  <&c,  retain  their  former  prices, 
and  thus  fell  to  half  their  former  value,  and  as  a  simultaneous  improve- 
ment in  the  production  of  all  of  these  to  the  same  extent  is  extremely 
improbable,  we  might  infer  that  these  were  brought  from  som^  &rejign 
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oomitiy  where  the  value  of  gold  had  not  fallen  to  an  equal  extent.  Thna 
the  taUe  would  inform  us  that  some  abmidant  gold  mines  had  been  dis- 
ooTBied  in  or  near  Yiotoria  about  the  year  1851|  that  the  discovery  had 
attracted  a  large  number  of  emigrants^  and  that  the  people  bad  exported 
dieir  gold,  and  imported  manufactured  articles,  all  which  we  know  to 
have  actaaOy  taken  place  during  that  period. 

As  the  vstee  of  a  commodity  always  in  the  long  run  conforms  to  its 
cost  of  prodnction,  all  attempts  of  a  goTemment  to  regulate  the  value  or 
price  of  anj  article  must  be  either  superfluous  or  injurious.  If  the  law 
fixesa  price  which  is  equal  to  the  cost  of  production,  it  simply  does  what 
competition  would  have  done  without  it,  and  if  the  price  is  less  than 
this,  the  law  will  be  evaded,  or  the  article  will  not  be  produced.  A 
government  cannot  compel  people  to  exert  nine  days'  labour  in  producing 
an  article  for  which  they  are  only  to  receive  eight  days'  wages,  and  the 
consumers  will  find  that  they  must  either  give  nine  days'  wages  or  go 
without  the  article.  When  the  Parliament  of  Edwud  the  Second 
endeavoured  to  fix  the  prices  of  eggs,  poultry,  and  other  things,  they 
could,  by  ordering  that  those  who  possessed  those  articles  and  reftued 
to  sell  them  at  the  legal  rate  should  forfeit  them  to  the  King,  ocanpel 
some  persons  to  sell  them  at  a  loss ;  but  they  could  not  compel  fiirmers  to 
oontinne  to  produce  them  and  bring  them  to  market.  ,  The  farmers 
would  not  do  so  unless  they  had  good  reason  to  beUeve  that  they  would 
get  a  sufficient  price  for  them,  and  they  would  trust  to  the  honour  of 
thdr  customers  not  to  inform  against  them,  while  they  might  perhaps 
chai^  a  still  higher  price  to  compensate  the  risk  of  legal  punishment. 
Until  recCTitly,  an  Act  of  Parliament  regulated  the  fares  which  might  be 
diarged  by  cabs  plying  in  the  streets  of  London,  but  it  is  obvious  that 
no  one  would  have  employed  his  capital  in  making  cabs,  and  sending 
them  to  ply  for  hire,  uilless  those  who  made  use  of  them  paid  enough  to 
comp^isate  him  for  his  outlay,  and  to  give  him  the  ordinary  rate  of 
profit ;  and  if  the  legal  rate  was  not  sufficient  to  allow  this,  it  must  have 
been  made  up  either  by  violation  of  the  law,  or  by  supplying  inferior 
cabs  and  horses,  and  thus  bringing  the  cost  of  the  article  into  conformity 
with  the  price.  It  is  well  known  that  both  these  methods  were  resorted 
to,  tiiat  calsnen  constantly  received  more  than  their  legal  &re,  and  that 
the  horses  employed  were  flrequently  of  the  worst  description.  If  the 
nuudmum  rate  of  railway  fares  be  fixed  too  low,  the  companies  must,  no 
doubt,  im)tect  themselves  by  reducing  their  expenditure  in  some  direction 
or  other,  and  thus  diminish  the  comfort  of  the  travelling  public 

It  has  been  pointed  out  above  that  the  cost  of  production  will  account 
t(x  many  qases  of  value  which  seem  at  first  sight  to  require  some  other 
explanation,  and,  when  properly  understood,  it  will  explain  even  such 
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anomalons  cases  as  those  which  were  observed  daring  the  siege  of  Paris. 
Butter^  which  in  the  first  week  of  the  siege  was  sold  at  8f.  the  kilo,  rose 
in  the  fifteenth  week  to  more  than  80f.  for  the  same  quantity,*  and  this 
will  not  seem  extraordinary  when  we  remember  that  the  pastores  which 
conld  have  been  found  within  the  walls  must  have  been  &r  inferior  to 
those  commonly  used  in  Normandy  and  elsewhere,  and  that  the  oowb 
most  therefore  haye  produced  less  milk,  although  they  still  required  as 
much  labour  in  tending  them.  The  cost  of  distribution  was  also  greater, 
since  the  tradesmen  had  a  smaller  quantity  to  sell,  while  they  still  had 
to  employ  their  whole  time  in  then:  business,  and  still  required  the  same 
rate  of  profit  on  the  money  which  they  employed,  though  this  represented 
a  smaller  quantity  of  butter.  As  tiieir  wages  and  profit  had  to  be 
provided  by  the  sale  of  a  smaller  quantity,  it  is  obvious  that  the  price  of 
each  kilo  must  haye  experienced  a  greater  nse  in  passing  through  their 
hands  than  when  they  had  a  larger  quantity  to  dispose  of.  This  was 
called  "  exorbitant  profit,"  but  it  was  necessary  if  the  tradesmen  were  to 
continue  to  live  by  their  trade,  and  if  they  had  not  been  allowed  to 
obtain  it,  they  must,  like  the  poorer  classes,  have  been  maintained  at  the 
expense  of  the  Government.  The  rise  in  the  price  of  eggs  firom  15c*  to 
8f.  5QC.  a-piece  may  be  accounted  for  in  the  same  way,  as  the  cost  of 
maintaining  poultry  must  have  increased  also.  There  are,  however, 
many  cases  in  which  the  value  of  an  article  does  not  conform  to  its  cost 
of  production,  which  only  determines  what  the  value  shall  be  when  the 
goods  are  made  to  order,  or  when  they  are  regularly  produced  daring  a 
long  period.  It  has  too  often  happened  that  an  economic  law  has  been 
proclaimed  as  a  practical  truth  without  proper  regard  to  the  qualifying 
circumstances  which  obscure  and  impede  its  operation,  and  the  law  that 
the  value  of  an  article  depends  on  the  quantity  of  labour  whioh  is 
necessary  to  produce  it  has  been  supposed  by  some  socialists  to  be 
applicable  to  all  cases  of  exchange.  It  appears  to  them  to  be  a  just  rule 
that  two  articles,  each  of  which  requires  ten  days'  labour  to  produce, 
should  exchange  for  each  other,  and  they  have  tried  to  devise  an  artificial 
mechanism  by  which  this  result  should  be  always  brought  about.  An 
attempt  of  this  kind  was  made  many  years  ago  by  fiobert  Owen,  who 
established  a  sort  of  market  in  a  building  in  the  New-road,  London,  to 
which  his  followers  brought  various  articles  which  they  had  made,  aad 
received  in  exchange  labour-notes,  or  certificates  that  the  articles  in 
question  had,  or  ought  to  have,  required  the  labour  of  so  many  hours  or 
days  to  produce.    Each  of  these  notes  could  be  exchanged  by  the  holder 

*  See  the  tables  at  the  end  of  **  Shut  up  in  Paris,"  by  Nathan  8heppard    Bentley, 

1871. 
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for  any  oUier  article  which  had  required  the  Bame  time  to  prodaoe  as 

that  epedSed  in  the  note,  aad  it  was  hoped  in  thia  way  to  secore  to  the 

labourer  a  jnat  reward,  and  to  protect  him  fix>m  the  goffering  produced 

by  the  flnctoationfl  of  the  market.    The  oonaeqaenoe  might  have  been 

foreseen*— the  labourerSy  instead  of  producing  what  other  people  wanted, 

produced  what  they  liked  best — a  blacksmith  brought  a  number  of  screws 

which  nobody  wanted,  aud  articles  of  food  and  other  necessaries  were  not 

to  be  got,  and  the  establishment  was  soon  broken  up.    Labour-notes 

have,  however,  been  tried  again  in  a  settlement  founded  by  one  of  Owen's 

followers,  at  a  place  to  which  he  has  given  the  singularname  of  Modem 

TimeS)"  in  Long  Island,  New  York,  which  was  described  by  Mr.  Moncore 

D.  Conway  in  the  second  number  of  the  "  Fortnightly  Review,"  but  he 

does  not  state  to  what  extent  it  has  been  found  possible  or  convenient  to 

employ  them.     When  a  person  has  produced  articles  which  do  not 

happen  to  be  required  by  other  people,  it  is  often  his  interest  to  part 

with  them  at  a  lower  price,  and  thus  induce  others  to  purchase  them 

who  would  not  have  done  so  if  their  value  had  been  equal  to  their  cost 

of  production^  and  this  faU  warns  those  who  are  engaged  in  the  trade  to 

stop  or  slacken  the  production  of  those  articles.    If  the  blacksmith  to 

whom  I  have  just  referred  had  found  himself  obliged  to  reduce  the  value 

of  his  screws,  this  would  have  warned  him  to  bring  no  more  of  them,  but 

to  bring  more  of  something  else,  and  the  market  would  not  have  been 

ghitted  with  thenu    When,  on  the  other  hand,  there  is  a  sudden  increase 

in  the  demand  for  a  particular  article,  its  value  may  rise  even  before  its 

cost  of  jHToduction  has  actually  increased,  and  this  encourages  people  to 

produce  more  of  those  articles,  and  to  resort  to  less  favourable  situations 

in  order  to  do  so.    And  thus,  by  the  free  action  of  these  alternations, 

producers  are  warned  and  encouraged  to  accommodate  their  labours  to 

the  wants  of  the  consumers.     The  question  now  arises,  how  these 

changes  are  to  be  accounted  for,  and  what  is  the  law  to  which  the  actual 

market  value  of  an  article  conforms?  and  to  this  question  I  am  unable  to 

give  any  answer.    About  noon  on  the  25th  of  April,  1865,  the  news  of 

Presid^t  Lincoln's  assassination  reached  London,  and  its  immediate 

effect  was  a  remarkable  increase  in  the  sale  of  the  daily  newspapers 

during  the  coarse  of  that  afternoon,  and  many  copies  were  sold  for  much 

Blare  than  their  usual  price.    While  the  ^'  Times  "  is  usually  sold  for 

dOa,  the  special  edition  published  on  that  afternoon  was  sold,  in  some 

oases,  for  as  much  as  8f.y  or  ten  times  its  usual  price,  audi  am  unable  to 

lefer  to  any  law  which  would  explain  why  that  price  should  have  been 

fixed  on  more  than  any  other.    Its  ordinary  price  is  determined  by  the 

amount  of  labour  necessary  to  produce  it,  but  we  cannot  suppose  that 

ten  times  as  much  labour  was  required  for  printing  that  particular 
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edition,  and  aa  I  know  of  no  other  caoae  which  will  aooonnt  for  ttua  or 
other  similar  cases,  I  must  leave  them  nnezplained.  As,  however,  oth»r 
Economists  have  sn^ested  varioos  modes  of  explaining  tihiem^  I  must 
examine  their  theories,  and  state  the  reasons  which  prevent  me  from 
accepting  anj  of  them.  They  may  be  classified  as  the  theories  of  supply 
and  demand,  of  utility,  and  of  competition,  which  I  will  now  prooeed  to 
examine  separately. 

If  a  tradesman  were  asked  why  the  price  of  the  ''Times"  rose  in  the 
case  jnst  referred  to,  he  wonld  immediately  reply  that  it  was  becaose  the 
demand  was  in  excess  of  the  supply,  or,  in  other  words,  the  ''Times" 
was  not  sold  at  its  usual  price  because  the  number  of  persons  who  desired 
to  purchase  it  was  greater  than  the  number  of  copies  whidi  were  offered 
for  sale.  This,  though  it  might  explain  why  the  price  rose,  does  not  tell 
us  why  it  rose  to  that  particular  height,  and  if  the  tradesman  was  asked 
to  exjUain  this,  he  would  reply  that  it  was  because  when  that  rate  was 
attained  the  demand  and  the  supply  were  equal  But  when  we  come  to 
inquire  what  is  meant  by  saying  that  the  demand  and  the  supply  are 
equal,  it  appears  that,  however  carefnlly  disguised,  the  iMX>po6ition  is 
nothing  more  than  a  statement  that  the  buyers  and  sellers  are  agreed,  a 
fact  which  is  implied  in  the  statement  that  a  bargain  has  been  concluded. 

Adam  Smith  pointed  out  that  demand  must  mean  something  more 
than  a  mere  desire,  if  it  is  to  exercise  any  influence  on  value,  since  the 
desire  of  a  beggar  to  possess  a  diamond  can  have  no  effect  on  its  price, 
and  he  therefore  proposed  to  restrict  the  use  of  the  term  "demand"  to 
the  effectual  demand,  t.6.,  the  demand  on  the  part  of  those  who  are  aUe 
to  pay  the  natural  price,  and  he  defined  the  supply  as  the  quantity  of 
goods  brought  to  market.  The  market  value  or  price  was,  he  thought, 
determined  by  the  proportion  between  the  effectual  demand  and  the 
supply,  and  if  the  former  increased  while  the  latter  remained  stationary, 
or  if  the  latter  fell  off  while  the  former  remained  stationary,  the  prioe 
would  rise,  and  vice-versft.  When  the  supply  is  diminished,  "the  market 
price  will  rise  more  or  less  above  the  natural  price,  according  as  either 
the  greatness  of  the  deficiency,  or  the  wealth  and  wanton  luxniy  of  the 
competitors,  happen  to  animate  more  or  less  the  eagerness  of  tiie  com- 
petition." In  the  case  that  I  have  dted  therefore,  Adam  SmiOt  would 
say  that  the  price  of  the  "Times"  rose  because  copies  of  it  were  soaroe,  and 
that  the  price  of  it  was  determined  only  by  the  wealth  of  the  puichaaer. 
It  will  be  seen  that  this  is  not  even  an  attempt  at  an  explanation,  since  it 
merely  tells  us  that  the  price  is  sudi  as  the  prntdiasers  are  aUe  and 
willing  to  pay  if  they  cannot  obtain  the  article  without  paying  it.  The 
fact  that  the  "Times"  was  sold  at  that  prioe  implies  that  the  pnzdiasets 
were  able  ^d  willing  to  pay  it^  and  the  thing  to  be  exjdained  iB,  that 
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tliat  pertkmlar  jnioe  was  fixed  on  rather  than  any  other,  and  this  Adam 
Smith  does  not  attempt  to  explain*  A  Swiss  Economist,  the  kte  M. 
CheiiyQlieE,*  consideiB  that  the  market  price  is  determined  by  the  pro* 
poition  between  the  intensity  of  the  demand  and  the  sapply,  and  he 
would  say  that  Uie  intensity  of  the  demand  for  the  '*  Times  "  was  eqoal 
to  Sf.  for  each  copy,  and  that  the  supply  was  so  small  as  to  raise  the 
demand  to  that  point.  Here  again  we  have  nothing  m<N:e  than  a 
description  of  the  ftct,  sinoe  to  say  that  a  person  gave  8£  for  a  copy  of 
tile  ''Times/'  is  the  same  thing  as  to  say  that  the  intensity  of  his  demand 
for  it  was  sach  as  to  indnoe  him  to  pay  that  price,  and  to  say  that  the 
intensify  of  the  demand  was  raised  to  that  point  by  the  scarcity  of  the 
joomal  is  merely  to  say  that  he  gave  that  price  becaose  he  could  not  get 
it  for  less.  We  wish  to  know  why  a  newspaper,  which  at  all  other  times 
exdttnges  for  one  eighth  of  a  day's  labour,  exchanged  on  that  particular 
afternoon  for  one  fourth  more  than  a  whole  day's  labour  P  and  we  learn 
nothing  from  the  information  that  the  purchasers  thought  it  worth  so 
mudi  labour,  or  that  the  sellers  would  not  part  with  it  for  less,  for  these 
are  merely  renstatements  of  the  fact  that  the  exchange  took  place  on  those 
terms.  Mill  takes  exception  to  the  language  of  Adam  Smith,  and 
oonteuds  that  there  can  be  no  proportion  between  two  things  so  different 
in  kind  as  a  human  desire  and  a  quantity  of  goods,  and  defines  the 
demuid  as  the  quantity  of  goods  demanded,  and  tiie  supply  as  the 
quantity  offered  for  sale.  He  considers  that  the  market  price  effects 
the  equation  of  the  demand  and  the  supply,  i.e,,  that  it  is  the  rate  at 
which  the  quantity  demanded  is  exactly  equal  to  the  quantity  oifered, 
and  that  the  price  fluctuates  until  this  point  is  reached.  It  is  against 
the  theory  of  supply  and  demand  as  stated  by  Mill  that  Mr.  Thornton 
has  directed  his  attack,  and  he  denies  that  the  market  price  of  an  article 
is  always  such  that  the  supply  and  demand  are  equal.  Applying  Mill's 
theory  to  the  case  now  under  discussion,  we  should  be  told  that  if  the 
oopies  of  the  **  Times "  haf  been  sold  at  If.  a-pieoe,  more  copies 
would  hare  been  demanded  at  that  price  than  w^re  to  be  had,  as  for 
inatanee,  ^,000  might  have  been  asked  for  while  only  1,000  had  been 
printed,  and  that  the  demand  being  thus  in  excess  of  the  supply,  the 
price  rose  higher.  When  it  rose  to  2f.,  1,500  oc^ies  were  demanded, 
and  it  was  not  till  it  rose  to  8f.  that  the  demand  fell  to  1,0009  which, 
bemg  exactly  equal  to  the  supply,  the  sale  took  place  on  those  terms. 
Ur.  Thornton's  objection  is,  when  applied  to  this  case,  that  we  haye  no 
eridence  that  the  demand  in  the  last  instance  is  just  equal  to  the  supply, 
and  that  it  may  very  well  be  supposed  that  there  were  1,200  people  who 
were  willing  to  give  8f.  for  the  copy,  and  yet  that  none  of  them  were 
*Pi6ds  do  la  Sdenoe  Eoonomiqna  par  A.  S.  GherbuHas,  Faris,  1862. 
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willing  to  give  more,  in  which  case  the  price  would  rise  no  higher.  In 
the  case  which  he  snpposeBy  in  which  there  are  thtee  competitors  for  the 
flame  horse^  none  of  whom  will  giye  more  than,  and  all  of  whom  will 
give  a  certain  sum,  as  l,000f.,  for  example,  the  horse  will  be  sold  for  that 
price  although  the  demand  is  three  times  as  great  as  the  snpplj.  On  the 
other  hand  Mr.  Thornton  points  oat  that  the  sapply  may  be  often  in 
excess  of  the  demand,  as  in  the  case  of  a  shop  whidi  is  selling  off,  where 
the  goods  are  first  offered  at  one  price  which  is  found  to  be  too  high  tor  the 
whole  quantity  to  be  sold  in  the  required  time,  and  the  price  is  gradually 
lowered  until  the  whole  quantity  is  disposed  of.  Yet,  in  each  instance 
the  supply  is  the  whole  quantity  of  goods  in  the  shop,  while  it  is  only 
when  the  price  has  Men  to  its  lowest  point  that  the  demand  is  equal  to 
the  supply,  and  yet  some  of  the  goods  are  sold  at  the  higher  prices.  It 
appears  then  that  Mill's  theory  is  not  a  correct  description  of  the  facts, 
and  even  if  it  were,  it  would  only  tell  us  that  the  price  was  such  as 
perfectly  satisfied  both  the  buyers  and  the  sellers,  and  that  a  high  price 
was  paid  because  the  buyers  could  not  obtain  the  article  without  paying 
it,  and  the  sellers  refiised  to  part  with  it  for  less. 

Gaimes  in  his  latest  work  has  offered  a  new  definition  of  Sup|dy  and 
Demand,  which  is  free  from  the  objection  urged  against  that  which  was 
given  by  Adam  Smith.  "  I  would  define,"  he  says, "  the  terms  as  follows  :— 
Demand,  aa  the  desire  for  commodities  or  services  seeking  its  end  by  an 
offer  of  general  purchasing  power ;  and  Supply,  as  the  desire  for  general 
purchasing  power,  seekmg  its  end  by  an  offer  of  specific  commodities  or 
services."  *  When  used  in  this  sense,  the  terms  Supply  and  Demand  are 
strictly  analogous,  and  we  may  logically  speak  of  a  proportion  between 
them,  but  the  new  definition  does  not  enable  us  to  explain  the  market 
value  of  a  commodity.  The  price  of  an  article  is  the  proportion  between 
its  quantity,  and  the  quantity  of  money  which  is  given  for  it ;  but  we  do 
not  explain  its  price  by  saying  that  it  is  determined  by  the  proportion 
between  the  two  quantities.  Caimes,  indeed,  did  not  consider  that  hid 
definition  would  enable  us  to  afford  a  complete  explanation  of  the  pheno- 
mena of  market  value.  After  explaining  the  causes  on  which  natural 
value  depends,  and  pointing  out  that  the  tendency  of  the  fluctuations  of 
the  market  is  to  keep  as  near  as  possible  to  the  natural  price,  he  says 
"  The  foregoing  is  the  nearest  approximation  I  can  make  to  a  statement 
of  the  law  of  market  price.  I  can  well  believe  how  utterly  unsatisfisic- 
tory  it  will  appear  to  some  Economists,  whose  views  in  connection  with 
their  science  are  much  more  ambitious  than  my  own."t  He  then  pro- 
ceeds to  argue  that  it  matters  very  little  whether  a  complete  theory  of 

♦  "  Some  Leading  Prinoiples  of  Political  Economy."  Book  L  Ohi^.  II.    Sec,  2. 
t  Book  L    Chap.  IV.    Boo.  IV. 
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the  sabject  is,  or  is  not  diaoovered,  and  concludes  by  saying,  '^  So  fiar  as 
the  doctrine  of  market  price  is  ooncemed,  it  seems  to  me  to  suffice  for 
the  purposes  of  Sodal  Philosophy,  if  we  are  enabled  to  set  forth  in  a 
general  way  the  connections  between  the  fluctuations  of  the  market  and 
the  more  fundamental  conditions  on  which  production  and  exchange 
depend.  And  so  much,  I  venture  to  think,  the  theory,  as  I  haye  stated 
it,  taken  in  connection  with  the  known  facts  of  particular  cases,  will 
sofficieutly  enable  us  to  perform."  Whatever  definition  therefore  may  be 
given  to  the  words  Supply  and  Demand,  the  theory  amounts  to  no  more 
than  the  truism  that  a  commodity  is  sold  at  the  rate  which  is  agreed 
upon  between  those  who  possess,  and  those  who  wish  to  acquire  it;  and 
the  theory  is  of  no  use  in  Political  Economy  which  seeks  to  explain  why 
a  particular  price  is  agreed  on.  But  I  would  not  be  understood  to  say 
that  because  the  phrase  is  of  no  use  to  the  economist,  it  is  therefore  of 
no  use  to  the  merchant,  for  the  latter  desires  not  to  know  the  reason 
why  the  value  of  a  commodity  is  what  it  is,  but  to  find  some  sign  which 
will  tell  him  when  the  price  of  an  article  will  rise  or  fiill,  and  what  it 
will  be.  The  merchant  knows  by  experience  that  the  price  of  com  rises 
after  a  bad  harvest,  and  he  says  that  it  does  so  because  the  supply  is 
diminished.  The  cause,  as  I  have  endeavoured  .to  show,  is  that  the  com 
is  raised  with  more  labour,  and  the  diminution  of  the  supply  is  the  sign 
which  indicates  to  the  economist  that  more  labour  is  required,  and  to  the 
merchant  that  its  value  will  rise.  The  merchant  knows  that  if  he  gives 
amuch  larger  order  than  usual  for  coals,  he  will  have  to  pay  a  higher 
price;  and  he  says  that  it  is  not  because  the  demand  has  increased,  but  it  is 
because  more  labour  is  necessary  to  extract  the  coals  from  the  mine;  He 
knows  that  if  he  tries  to  sell  a  large  quantity  of  goods  which  other 
people  have  not  ordered,  he  must  submit  to  a  fall  of  price ;  he  says 
that  it  is  because  the  supply  is  excessive,  and  he  accordingly  reduces  the 
supply  by  sending  less  to  market,  and  thus  he  is  warned  to  adapt  his  con- 
duct to  the  wants  of  his  customers,  though  an  excessive  supply  means 
nothing  more  than  a  supply  which  is  too  large  to  be  disposed  of  without 
a  ffdl  in  the  price.  Merchants  always  desire  to  know  the  amount  of  dif- 
ferent commodities  which  are  held  in  stock,  because  the  amount  of  the 
stock  ahready  possessed  determines  the  quantity  which  must  be  produced, 
and  this  determines  the  cost  of  production.  Variations  in  the  supply  are 
the  symptoms,  but  variations  in  the  amount  of  labour  necessary  for  pro- 
duction are  the  causes,  of  exchanges  of  value.  When  a  man  of  business 
says  that  the  prices  of  commodities  ought  to  be  regulated  by  Supply  and 
Demand^  it  is  merely  his  way  of  saying  that  they  ought  to  be  settled  by 
the  mutual  agreement  of  buyers  axid  sellers,  without  any  interference  on 
the  part  of  Oovecnment. 
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A  UieoTj  has  been  propoimded  by  Mr.  Jef7onB,  and  has  reoeiTed  the 
support  of  seyeral  Eoonomists,  both  in  thia  oonntry  and  on  the  oontment, 
the  object  of  which  is  to  explain  all  variations  of  valae  by  referring  them 
to  Tariations  in  the  utility  of  the  article.  Mr.  Jevons  argnes  that  as 
utility  is  not  an  intrinsic  quality  in  the  articles  themselyes,  but  expresses 
a  relation  between  them  and  the  particular  human  beings  who  may  at 
any  one  time  wish  to  consume  them^  the  same  article  may  and  does  possess 
very  different  degrees  of  utility  according  to  circumstances ;  one  of  these 
circumstances  being  the  abundance  or  scarcity  of  the  article  itselt 
Taking  food  as  an  example^  he  says,  *'  Let  us  imagine  the  whole  quantity 
of  food  which  a  person  consumes^  on  an  average^  during  24  hours 
to  be  divided  into  ten  equal  parts.  If  his  food  be  leduced  by  the  last 
part  he  will  suffer  but  little ;  if  a  second  tenth-part  be  deficient,  he  will 
feel  the  want  distinctly ;  the  subtraction  of  the  third  tenth-part  will  be 
decidedly  injurious;  with  every  subsequent  subtraction  of  a  tenth-part 
his  sufferings  will  be  more  and  more  serious,  until  at  length  he  wiU  be 
upon  the  verge  of  starvation.  Now,  if  we  call  each  of  the  tenth-parts  an 
increment,  the  meaning  of  these  &cts  is  that  each  increment  of  food  is 
less  necessary,  or  possesses  less  utility  than  the  previous  ones."  *  He  then 
proceeds  to  illustrate  his  argument  by  a  diagram  in  which  the  diminish- 
ing value  of  each  successive  increment  is  represented  by  diminishing 
areas.  I  have  no  wish  to  deny  that  this  is  a  convenient  illustration,  or 
that  the  symbols  of  geometry  and  algebra  may  in  some  cases  be  used 
with  advantage  in  explaining  economic  theories,  thou^  in  my  own  case, 
and  I  suspect  in  those  of  the  majority  of  readers,  their  employment 
renders  it  more,  and  not  less  difficult  to  follow  the  author's  reasoning.  But 
I  cannot  find  that  this  theory  explains  anything  which  has  not  been 
abready  explained  by  Bicardo.  The  mere  use  of  mathematical  symbols 
is  not  in  itself  sufficient  to  introduce  certainty  or  precision  into  a  science. 
They  can  only  be  used  with  advantage  when  the  sdentifio  laws  to  which 
they  are  to  be  applied  have  been  akeady  established,  and  this  condition 
is  wanting  in  the  case  of  market  value.  Mr.  Jevons  accepts  Bicardo's 
theory  of  natural  value,  so  that  he  introduces  nothing  new  into  this  part 
of  the  subject,  but  he  puts  forward  his  theory  as  embracing  all  cases. 
His  theory,  as^stated  by  himself  is,  that  *'  the  ratio  of  exchange  of  any 
two  commodities  will  be  inversely  as  the  final  degrees  of  utility  of  the 
quantities  of  commodity  available'for  consumption  after  the  exdxange  is 
effected."!  ^1^  amounts  to  saying  that  two  commodities  exchange  for 
each  other  in  proportion  to  their  utility,  but  as  there  is  no  way  of 
measuring  the  utility  of  commodities  except  by  their  purchasing  power, 

*  Theox7  of  Politioal  Soonomy,  chap.  8,  sec  4.  .        f  <3M>«  ^t  V*  ^^ 
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the  theory  does  not  point  ont  anything  npon  which  their  exchange  value 
depends,  it  simply  tells  ns  that  two  things  of  equal  utility  will  exchange 
for  each  other,  and  the  &ct  that  they  do  so  exchange  is  the  sole 
proof  of  their  possessing  equal  utility.  ''The  price  of  mutton/'  says 
Mr.  Jevons,  '*  on  an  average,  exceeds  that  of  beef  in  the  ratio  of  9  to  8; 
we  must  conclude  that  people  generaUy  esteem  mutton  more  than  beef  in 
this  proportion,  otherwise  they  would  not  buy  the  dearer  meat.  It 
follows  that  the  final  degrees  of  utility  of  these  meats  are  in  this  ratio, 
or  that  if  PX  be  the  degree  of  utility  of  mutton,  and  XY  that  of  beef, 
wehave— PX  =  «/gXY." 

Bat  it  may  be  safely  said  that  no  one  who  eats  beef  and  mutton  has 
ever  before  observed  that  the  pleasures  afforded  by  the  two  sorts  of  meat 
stood  in  this  proportion  to  each  other,  and  the  retail  price  is  generally 
the  same  for  both.  The  cause  must  be  the  fact  that  sheep,  in  proportion 
to  their  weight,  require  more  labour  to  rear  them  than  oxen  do,  and  even 
if  it  is  true  that  people  prefer  mutton  to  beef,  this  would  have  no  effect 
on  the  proportion  between  their  respective  values,  unless  it  induced 
people  to  employ  more  labour  in  rearing  sheep,  and  it  would  still  be  true 
that  value  depends  on  the  cost  of  production.  Mr.  Jevons  gives  a 
similar  explanation  of  the  &ct  that  the  value  of  gold  is  rather  more  than 
fifteen  times  as  great  as  that  of  silver,  because  it  is  fifteen  times  as  usefid. 
But  he  gives  no  proof  that  the  utility  of  gold  bears  that  proportion  to 
the  utility  of  silver  except  that  it  exchanges  for  it  at  that  rate.  The 
proportion  in  ancient  times  was  10  to  1,  which  was  altered  after  the 
discovery  of  America  to  15  to  1,  and  can  we  suppose  that  the  people  of 
Europe  in  the  course  of  the  16th  century  discovered  some  new  utility 
in  gold  which  induced  them  to  prize  it  more  highly  ?  Even  if  they  had 
done  so,  it  would  have  had  no  effect  on  the  value  of  gold  unless  it  had 
induced  people  to  work  less  abundant  gold  mines  than  they  would  have 
otherwise  done,  and  Mr.  Jevons  would  still  have  to  admit  that  the  real 
cause  of  the  change  in  the  proportion  between  the  values  of  gold  and 
silver  was,  as  has  always  been  maintained,  that  the  cost  of  producing 
silver  underwent  a  greater  reduction  than  that  of  producing  gold.  He 
contends  that  his  theory  is  proved  by  the  very  slight  effect  which  the  gold 
discoveries  in  California  and  Australia  have  had  upon  the  gold  price  of 
silver,  which  has  not  been  permanently  altered  more  than  two  or  three  per 
cent.,  but  he  takes  no  acocmnt  of  the  causes  which  have  been  in  operation 
since  1850,  which  have  tended  to  reduce  the  cost  of  producing  silver.  As  I 
have  mentioned  above,  some  abundant  quicksilver  mines  were  discovered 
in  California  in  1850  and  1852,  and,  as  this  metal  is  of  great  use  in 
extracting  silver  from  the  ore,  the  fall  in  its  value,  consequent  on  the 
discovery  of  the  mine%  tended  to  reduce  the  value  of  silver  also.    A 
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correspondent^  writing  to  the  ^*  Time&f,"  on  June  19th,  1872,  und»  the 
signature  of  ^'  F.  G.  S./'  mentions  on  the  aathority  of  the  manager  of  a 
large  smelting  and  refining  establishment,  that  the  ores  of  gold  and 
silver,  as  well  as  other  metals  brought  to  this  country  during  the  previous 
ten  years  showed  a  marked  and  uniform  increase  in  the  amount  of  their 
yield  over  those  of  the  preceding  decade.  Thus  gold  and  silver  have 
fallen  in  value  because  both  of  them  now  require  less  labour  to  prodaoe, 
and,  as  the  improvement  has  not  been  uniform  in  both  cases,  a  slight 
change  has  taken  place  in  their  relation  to  each  other. 

The  fexst  that  both  have  Men  in  value  when  both  require  less  labour 
to  produce  is  no  proof  that  their  value  does  not  depend  on  the  labour 
required  to  produce  thenu  In  Japan,*  before  the  Americans  obtained 
leave  to  trade  there,  the  value  of  gold  stood  to  that  of  silver  in  the 
proportion  of  four  to  one,  and  what  reason  can  be  supposed  to  have 
induced  the  Japanese  to  form  so  low  an  estimate  of  the  utility  of  gold  in 
comparison  with  that  formed  in  the  rest  of  the  world  ?  Reference  to 
the  cost  of  production  suggests  a  simple  explanation,  viz.,  that  in  the 
mines  that  were  worked  in  Japan  it  only  required  four  times  as  much 
labour  to  procure  a  given  weight  of  gold  as  to  procure  the  same  weight 
of  silver.  That  the  Japanese  were  not  disposed  to  abandon  the  use  of 
gold  if  its  value  rose  higher,  is  shown  by  the  fact  that  they  continue  to 
use  a  gold  currency,  although  gold  is  now  sixteen  times  as  valuable  aa 
silver.  While  the  old  proportion  existed,  there  was  a  great  inducem^t 
to  American  merchants  to  import  silver  into  Japan,  and  to  export  gold 
from  thence;  and  they  did  so  to  such  an  extent  that  the  Japanese 
Government,  in  order  to  prevent  all  the  gold  coins  from  being  exported, 
was  obliged  to  call  them  in,  and  to  issue  new  ones  of  the  same  value,  bot 
of  one-fourth  the  size,  thus  making  gold  sixteen  times  as  valuable  as 
silver.  As  fiEU*  as  the  precious  metfds  are  concerned,  Japan  now  enjoys 
Free  Trade  with  the  rest  of  the  world,  and,  as  the  cost  of  obtaining  gold 
is  generally  more  than  fifteen  times  as  great  as  that  of  sUver,  the  two 
metab  exchange  for  each  other  at  or  about  that  rate  in  Japan  as  in  other 
countries*  It  may,  perhaps,  be  objected  that  I  infer  the  cost  of 
production  fi*om  the  value,  when  the  value  is  the  thing  which  I  have  to 
explain,  and  that  I  have  no  proof  that  gold  required  in  Japan  four  times  as 
much  labour  to  produce  as  silver  did,  except  that  it  was  four  times  as 
valuable,  but  this  is  only  because  I  consider  that  the  theory  has  aheady 
been  established  on  other  evidence.  It  was  known  that  gold  {could  be 
produced  in  Victoria  in  1851  with  less  labour  than  formerly,  and  the  M 
in  its  value  took  place  afterwards,  and  was  established  by  other  evidence. 

*  See  Seed's  Bullion  and  Foreign  Bxohanges,  p.  S72. 
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The  fiM^e  of  a  &yoiirabIe  harveBt  is  known  to  aQ  who  are  intereBted  in 
the  subject  before  the  valae  of  com  Mis ;  and  it  iB  a  foot  whioh  can  be 
easilj  ascertained  that  the  same  quantity  of  labour  produces  more  wheat 
in  America  than  in  England ;  a  &ct  which  rests  on  the  testimony  of 
agricnltnrists  who  are  capable  of  judging  the  question,  and  which  would 
be  equally  true  if  wheat  were  never  exchanged  for  other  things  at  all,  but 
was  dways  consumed  by  those  who  produced  it.  Mr.  Jevons*  theory, 
on  the  other  hand,  seeks  to  explain  the  tact  of  an  exchange  by  something 
which  is  inferred  from  the  exchange  itself;  and,  although  he  seems  to 
attach  more  importance  to  it  than  to  the  manyyaluable  suggestions 
which  his  work  contains,  I  am  compelled  to  reject  it  as  telling  us  no  more 
than  that  people  give  for  commodities  as  much  as  they  thmk  they  are 
worth. 

In  his  paper  on  the  ^^Mathematical  Theory  of  Political  Economy,"  read 
before  the  Statistical  Society  of -Manchester,  November  11th,  1874,  Mr. 
Jevons,  after  referring  to  the  support  which  his  theory  has  received  from 
Dutch  and  other  foreign  Economists,  and  answering  Oaimes*  objections 
to  it,  frankly  admits  that  it  has  not  made  any  material  addition  to 
economic  science*  **  I  will  only  further  add,"  he  says,  **  a  few  words  as 
to  the  value  of  the  theory  itself.  It  might  seem  that  it  leads  us  to  no 
new  conclusions,  because  we  found  that  the  principal  inferences  from  the 
theory  were  the  laws  of  Supply  and  Demand,  and  the  doctrine  of  the 
relation  of  value  to  cost  of  production  abeady  so  well  known  in  Political 
Economy.  But  though  many  fects  of  economical  doctrine,  as  now  ac- 
cepted, will  be  confirmed  by  the  theory,  other  parts  will  probably  be 
shown  to  be  groundless.  The  results  of  any  such  theory  must  be  of  a 
triple  character — destructive — conservative — and  constructive ;  but  it  is, 
as  yet,  too  soon  to  attempt  to  trace  out  the  actual  character  and  extent  of 
its  effects  in  each  direction*"  I  can  only  say  that  neither  his  arguments 
nor  those  of  M.  Walras,*  who  has  independently  arrived  at  a  precisely 
sinular  theory,  are  strong  enough  to  lead  me  to  expect  that  it  will  throw 
sny  material  light  on  the  extremely  complex  phenomena  of  market 
Talne. 

The  only  theory  which  now  remains  to  be  examined  is  that  which 
maintains  that  the  value  of  commodities  is  determined  by  competition. 
It  is  quite  true  that  the  price  of  an  article  is  settled  by  the  competition 
of  buyers  and  sellers,  but  competition  does  not  explain  what  price  will 
be  agreed  upon,  or  why  any  particular  price  should  be  chosen.  Mr. 
Thornton  considers  that  prices  are  regulated  by  competition;  that 
th^%  is  no   law    regulating  competition;  and,  consequently,  none 

*  Blements  IVBooiiomici  Politique  Pore,  Lausanne,  1874. 
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regnlating  price;  and  he  seemfi  not  to  consider  that  competi- 
tion can  afford  any  explanation  of  the  phenomena.  An  amusing 
writer  who  review^  Mr.  Jevons'  work  in  the  Saturday  Bevi&w  for 
Noyember  llth,  1871,  expressed  himself  dissatisfied  with  Mr.  Jevons* 
theory  of  utility,  and  suggested  that  competition  furnished  the  required 
explanation.  He  put  an  imaginary  case,  in  which  the  British  Museumi 
possessing  all  the  Greek  sculptures  in-  the  world,  and  the  Louvre,  possess- 
ing all  the  Boman  statues,  the  two  institutions  should  desire  to  exchange 
their  sculptures  with  each  other,  and  declared  it  would  be  impossible 
to  decide  on  what  terms  the  exchange  would  be  effected,  if  there  were  no 
other  competitors  in  the  field.  But  if  there  were  a  hundred  competitors, 
I  do  not  see  that  the  difficulty  would  be  at  all  diminished,  and  to  say  that 
the  rate  of  exchange  was  determined  by  competition,  would  be  simply  to 
say  that  the  rate  was  such  as  was  agreed  on,  and  that  the  sculptures  ex- 
changed at  the  rate  at  which  they  did  exchange.  As,  therefore,  all  the 
theories  which  I  have  met  with  appear  to  me  to  be  truisms,  and, 
as  I  am  unable  to  devise  one  whidi  will  satisfactorily  account  for  the 
phenomena  of  market  value,  I  am  forced  to  leave  them  unexplained. 
I  will  not  presume  to  say  that  the  explanation  will  never  be  dis- 
covered, but  I  may  observe  that  Political  Economy  is  not  the  only  science 
in  which  phenomena  can  only  be  predicted  within  certain  limits, 
and  in  which  a  margin  has  to  be  left  for  unknown  disturbing  causes.  In 
astronomy,  the  return  of  the  more  eccentric  comets  can  only  be  predicted 
within  a  few  months,  or  even  years ;  and  the  time  of  high  and  low  water 
at  different  places  on  the  coast  does  not  always  agree  precisely  with  the 
calculations  of  the  Almanack.  The  value  of  commodities  whidi  are  pro- 
duced in  order  to  be  exchanged  tends  to  conform  to  the  amount  of  labour 
which  their  production  has  required ;  but  when  they  have  been  produced, 
and  no  others  can  be  made  like  them,  the  fluctuations  of  their  value 
cannot  be  predicted ;  and,  though  I  do  not  doubt  that  these  pheno- 
mena, like  all  others,  conform  to  law,  I  am  not  in  a  position  to  say  what 
the  law  is. 
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CHAPTER  III.— WAGES. 

GKSnSRAL  CAUSE  OF  WAGES— OTHER  THEORIES  COKSIDERED— ABYAirrA* 

GE8  OF  SOKE  EMPLOYMENTS — SKILL— ^^EBTAINTT  OF  EMPLOTMENT— 

WAGES  IK  DIFFERENT  PLACES. 

The  product  of  indnstiy  is  divided  among  three  classes ;  those  who 
possess  the  land,  those  who  provide  the  capital,  and  those  who  perform 
the  labour  necessary  for  production. 

These  are  called  landlords,  capitalists,  and  labourers ;  and  the  shares 
which  they  receive  are  called  rent,  profit,  and  wages,  respectively.    It 
may,  and  often  does  happen,  that  the  same  person  performs  aU  these 
fanctions,  as  is  the  case  with  the  peasant  proprietors  in  France  and  other 
countries,  or  any  two  of  them  may  be  discharged  by  the  same  person, 
but  it  will  be  more  convenient  to  treat  the  subject  as  if  the  landlord,  the 
capitalist,  and  the  labourer  were  three  distinct  persons,  as  is  usually  the 
case  in  England,  and  the  principle  may  be  applied  to  other  cases  by 
regarding  the  income  of  a  person  who  discharges  two  or  three  of  these 
fanctions,  as  consisting  of  two  or  three  parts,  each  of  which  is  the  effect 
of  a  different  cause.    In  this  place  it  is  the  labourer's  share  which  is  to 
be  considered ;  and  I  have  to  explain  what  is  the  cause  on  which  the  rate 
of  wages  depends.    By  the  rate  of  wages  is  commonly  meant  the  sum  of 
money  which  is  paid  to  the  labourers  for  a  given  amount  of  labour,  and 
it  is  clear  that  to  ask  why  a  labourer  receives  a  gramme  of  gold  for  a 
day's  labour,  is  the  same  thing  as  to  ask  why  a  gramme  of  gold  exchanges 
for  a  day's  labour,  and  that  the  question  must  receive  the  same  answer. 
As,  therefore,  I  have  said  in  the  last  chapter  that  a  gramme  of  gold 
exchanges  for  a  day's  labour  when  it  is  produced  with  a  day's  labour,  so 
I  now  say  that  a  labourer  earns  one  gramme  in  a  day  when  it  would  take 
him  a  day  to  extract  one  gramme  from  a  mine ;  and  the  rate  of  wages 
depends  on  the  efficiency  of  labour.    The  same  holds  true  of  aU  other 
commodities  as  well  as  gold ;  and  nine  days'  wages  are  equivalent  to  a 
hectolitre  of  wheat,  because  it  requires  nine  days'  labour  to  produce  that 
quantity.  Wages,  when  measured  in  com,  are  higher  in  America  than  in 
England,  because  com  requires  less  labour  to  produce  in  the  former 
oonntry.    Wages,  when  measured  in  coals,  are  higher  at  Newcastle  Ihan 
in  London,  because  less  labour  is  required  to  bring  coals  to  the  labourer's 
dwelling  in  the  former  town. 
The  amount  of  comfort  which  a  labourer  enjoys  depends  on  his  power 
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of  procoring  a  great  ntimber  of  articles ;  and  as  the  cost  of  difiPerent 
articles  varies  greatly  from  place  to  place,  and  as  what  is  cheap  in  one 
place  is  dear  at  another,  where  something  else  maj  be  cheap  which  is 
dear  at  the  former,  it  is  difficult,  if  not  impossible,  to  decide  in  what 
country  wages  are  high  or  low,  when  by  wages  is  meant  the  labonrer's 
command  of  conmiodities  in  general.  It  is  generally  supposed  that 
wages  are  higher  in  America  than  in  England ;  but  persons  who  have 
taken  considerable  pains  to  investigate  the  subject  have  arrived  at  the 
conclusion  that  an  English  labourer  has  about  the  same  power  of  obtain- 
ing the  articles  which  he  requires  as  is  enjoyed  by  an  American,  and 
that  the  higher  money-wages  of  the  latter  are  neutralized  by  higher 
prices.  It  has  even  been  contended  that  wages,  as  measured  by  the 
amount  of  comfort  which  they  afford  to  those  who  earn  them,  are  about 
the  same  in  aU  parts  of  the  world.  I  do  not  pretend  to  decide  these 
questions,  because  they  appear  to  me  to  be  too  vague  to  admit  of  a 
satisfactory  answer,  for,  if  a  labourer  in  one  country  can  obtain  an 
article  which  is  wholly  out  of  the  reach  of  the  labourers  in  another 
country,  who  make  great  use  of  another  article  which  is  inaccessible  to 
the  former,  I  do  not  see  by  what  test  we  can  decide  which  is  the  best 
off.  The  power  of  the  labourer  to  obtain  any  commodity  depends  on  the 
cost  of  its  production,  and  his  general  command  over  commodities  is  the 
complex  result  of  the  efficiency  of  his  labour  in  many  different  employ- 
ments.  Every  improvement  in  production  makes  some  article  or  other 
more  eAj  to  obtain,  and  thus  tends  to  raise  wages,  but  some  other  cause 
may  be  operating  in  an  opposite  direction  with  regard  to  some  other 
article,  and  we  cannot  say  with  certainty  that  wages  are  higher  now  than 
they  were  a  century  ago,  unless  we  know  that  the  labourers  can  obtain 
all  that  they  could  before,  and  something  else  in  addition.  As  there  is  a 
constant  tendency  to  improvement  in  manufactures,  while  there  is  a  con- 
stant tendency  to  an  increase  in  the  cost  of  raw  produce,  wages  are 
exposed  to  two  opposite  influences ;  the  one  tending  to  raise,  and  the  other 
to  lower  them,  as  society  advances.  Some  writers,  as,  for  instance,  Mr. 
Fronde  and  Mr.  Thornton,  have  endeavoured  to  prove  that  the  English 
labourers  were  formerly  better  off  than  at  present,  by  showing  that  at 
certain  periods  they  could  obtain  more  of  the  necessaries  of  life  than  they 
can  now  do  with  the  same  proportion  of  their  wages ;  but  this  is  not 
sufficient  to  prove  their  point.  If  a  labourer  is  now  obliged  to  spend  nine- 
tenths  of  his  wages  on  the  necessaries  of  life,  of  which  he  could  formerly 
procure  the  same  quantity  with  one-half  of  his  wages,  it  does  not  follow 
that  he  is  worse  off  at  the  present  time,  for  the  one-tenth  which  is  still 
left  him  may  procure  him  more  luxuries  than  the  half  would  formerly  do. 
There  are  many  signs  which  indicate  that  the  condition  of  the  labourers 
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has  been  constantly  improying,  both  in  this  and  other  coontrieB,  and 
perhaps  the  moat  unmistakable  evidence  of  the  fact  is  furnished  by  the 
gnidaal  diminqtion  of  the  rate  of  mortality,  which  is  the  same  thing  as 
an  increase  of  longevity,  and  shows  that  the  people  are  exposed  to  less 
hardflhip  than  formerly.  Another  proof  is  the  substitution  of  wheat  for 
lyeas  the  common  food  of  the  people,  which  took  place  in  England  in 
the  first  half  of  the  last  c^ituiy,  and  has  been  effected  in  a  great  part  of 
France  since  the  revolution.  Wheat  has  always  been  dearer  than  rye, 
and  the  change  shows  that  improvements  in  other  branches  of  industry 
have  enabled  labourers  to  obUdn  other  things  with  a  smaller  portion  of 
their  wages,  and  thus  to  spend  a  greater  portion  on  food.  The  use  of 
tobacco,  tea,  coffee,  and  other  foreign  products  now  so  common  among 
the  hbourers,  is  another  benefit  conferred  on  them  by  the  progress  of 
indostarial  improvement,  of  which  the  extension  of  trade  with  foreign 
ooimtries  is  a  signid  example.  The  introduction  of  cheap  newspapera, 
whidi  are  now  within  the  reach  of,  and  are  to  some  extent  used  by,  the 
poorest  class  of  labourers,  is  another  consequence,  and  that  a  most  im- 
portant one,  of  manufiEicturing  improvements,  for  they  could  never  have 
been  produced  at  so  cheap  a  rate  imlefls  the  arts  of  printing  and  of  pfq[)er- 
inaking  had  been  invented  and  brought  to  a  high  stage  of  perfection. 
Some  have  doubted  whether  the  progress  of  industry  confera  any  benefit 
on  the  labourers,  but  as  every  improvement  reduces  the  cost  of  manu- 
factoring  some  commodity  or  other,  the  cost  of  obtaining  such  articles 
moat  be  reduced,  and  it  must  become  more  easy  for  the  labouring  classes 
to  obtain  them.  The  labourers'  cottages  are  better  built  and  better 
fiunished  than  they  formerly  were,  and  if  meat  and  dairy  produce  are 
dealer  than  they  were,  it  is  dear,  at  aU  events,  that  the  labourer  gets 
enough  to  live  on,  and^  if  he  gets  more  comforts  in  addition,  he  is  better 
off,  even  though  his  expenditure  on  necessaries  is  greater  in  proportion 
to  his  income. 

When  I  say,  therefore,  that  wages  have  a  tendency  to  rise  as  society 
advances,  I  mean  that  the  labourers  can  obtain  all  the  commodities  which  • 
they  could  in  the  earlier  stages  of  society,  and  many  others  in  additi(m. 
Wages,  when  measured  in  raw  produce,  depend  on  the  cost  of  raising  it 
in  the  wors^  drcnmstances.  If  a  fiurmer,  empbying  instruments  which 
have  required  the  labour  of  two  men  for  a  year  to  produce,  and  employing 
^tectij  three  men  on  his  ftrm,  produces  a  crop  of  210  hectolitres  of 
wheat  on  the  margin  of  cultivation,  the  wages  of  the  five  men  will  be  200 
hectolitres,  or  40  a-piece,  or  a  sum  of  money  of  equal  value ;  his  profit 
heing  estimated  as  before  at  5  per  cent.  If  their  labour  becomes  more 
productive  so  that  they  produce  252  hectolitres,  competition  will  compel 
the  fiunner  to  reduce  the  prioe^  and  sell  the  total  crop  for  the  same  sum 
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as  before,  and  as  he  will  pay  the  labourers  the  same  som  of  money  as 
before,  their  wages  will  have  risen  if  measured  in  wheat.  If,  while  the 
labourers  produced  as  much  as  before,  the  price  of  wheat  rises  by  one- 
fifth,  the  labourers  will  demand  an  equal  rise  of  money-wages,  and  will 
compel  the  iarmer  to  content  himself  with  the  ordinary  rate  of  profit. 
In  the  one  case  it  is  the  value  of  wheat,  and  in  the  other,  the  value  of 
gold  which  has  fallen,  and  in  both  the  capitalists  are  compelled  to 
content  themselves  with  the  same  rate  of  profit,  and  the  rate  of  wages, 
therefore,  varies  with  the  efficiency  of  labour.  If  all  labourers  worked 
on  their  own  account,  were  all  of  equal  skill,  and  were  aU  free  to  change 
their  employment,  and  if  all  employments  were  equally  agreeable,  it  is 
obvious  that  the  rate  of  wages,  in  whatever  article  it  were  measured, 
would  depend  on  the  efficiency  of  labour  in  producing  the  article  in 
question.  If  it  required  one  day  to  make  a  pair  of  shoes,  the  taQor,  tiie 
baker,  and  aU  other  labourers  would  earn  a  pair  of  shoes  by  a  day's 
labour  at  their  respective  trades,  and  the  same  principle  will  apply  to  aU 
other  articles,  aQ  of  which  would  be  earned  with  as  much  labour  as  it 
required  to  produce  them.  We  know  that  in  point  of  &ct  some  kinds  of 
labour  receive  higher  wages  than  others,  and  the  causes  of  these 
differences  will  be  examined  shortly,  but  the  fundamental  principle  which 
determines  the  rate  of  wages  in  any  employment  is  the  one  above  stated, 
and  the  intervention  of  money  does  not  put  an  end  to,  though  it 
somewhat  obscures,  its  operation. 

I  have  already  developed  this  theory  of  wages  in  the  "  Westaiinster 
Review  "  for  January,  1872,  in  an  article  which  was  written  before  I  was 
aware  that  a  precisely  similar  theoiy  had  been  previously  put  forward  by 
Mr.  Jevons  in  his  "Theoiy  of  Political  Economy."  He  has  expressed 
it  in  the  formula  that  the  wages  of  a  working  man  ultimately  coincide 
with  what  he  produces,  the  word  "ultimately"  being  inserted  in  order  to 
show  that  the  theory  does  not  apply  to  every  individual  case,  and  I  wish 
my  theory  to  be  taken  with  the  same  qualification.  Employers  may  for  a 
time  obtain  more  than  the  usual  rate  of  profit,  but  not  for  a  longer  time 
than  is  necessary  to  enable  fresh  competitors  to  enter  the  field,  and 
workmen  may  sometimes  be  glad  to  work  for  much  less  than  the  ordinary 
wages  in  order  to  save  themselves  from  starving.  High  wages  are 
sometimes  given  in  a  particular  trade  which  is  more  than  usually  active, 
and  this  is  probably  because  the  men  are  kept  more  constantly  employed, 
and  therefore  do  more  work  in  the  same  time.  There  are,  however, 
other  cases  to  which  a  similar  explanation  cannot  be  given,  and  these  I 
must  leave  unexplained,  like  the  similar  cases  of  market  value.  The 
theory  not  only  has  the  support  of  the  able  writer  just  referred  to,  but  it 
agrees  with  and  explams  the  opinions  constantly  expressed  by  practical 
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men,  both  employers  and  workmen.  The  former  say  that  they  pay 
for  hbonr  as  mndi  as  it  is  worth,  i.e.,  that  they  reward  it  in  proportion 
to  its  efficiency,  and  that  the  wages  which  they  pay  to  each  workman  are 
e([iuvalent  to  the  contribution  which  he  makes  to  the  common  product. 
The  latter  are  fond  of  saying  that  they  want "  a  fair  day's  wages  for  a  fair 
day's  woricy"  i.e.,  that  their  wages  ought  to  be  equiyalent  to  the  portion 
of  the  product  which  owes  its  elistence  to  their  labour,  and  that  the 
emirioyer  shoxdd  receiye  only  the  ordinary  rate  of  profit  on  his  capital ; 
and  if  the  wages  which  they  receive  are  less  than  this,  they  do  their  work 
in  a  slovenly  maimer,  and,  if  the  employer  remonstrates,  they  reply  that 
they  are  doing  as  much  work  as  they  are  paid  for.  In  both  these 
I^uases,  therefore,  it  is  impUed  that  the  whole  product  remunerates  the 
labour  and  abstinei^ce  employed,  and  that  the  shares  of  both  parties  rise 
and  fidl  with  the  amount  of  the  product,  and  hence  that  wages  depend 
(na  the  efBciency  of  labour. 

As  Adam  Smith  regarded  value  and  wages  as  the  same  phenomenon, 
his  ejq>lanations  of  them  are  substantially  the  same.    As  he  held  that  in 
m  early  stage  of  society  the  value  of  commodities  depended  on  the 
quantity  of  labour  required  to  produce  them,  so  he  held  that  before 
capital  had  been  accumulated  or  land  appropriated,  wages  depended  on 
the  efficiency  of  labour.    In  a  more  advanced  state  of  society,  when  the 
product  of  industry  was  divided  among  landlords  and  capit^ts  as  well 
as  labourers,  as  the  latter  no  longer  obtained  the  whole  of  what  they 
produced,  and  as  he  did  not  know  what  determined  the  shares  of  the 
other  two  classes,  he  considered  it  impossible  to  decide  what  deter- 
mined the  rate  of  wages,  and  could  suggest  nothing  except  a  minimum 
rate  bebw  which  it  could  not  fall— that,  namely,  which  was  just  suffi- 
cieat  to  provide  the  labourers  with  the  necessaries  of  life.    It  will  be 
observed  that  I  have  spoken  of  the  efficiency  of  labour  on  the  worst 
farms  and  in  the  worst  mines  as  determining  the  rate  of  wages  when 
ineasnred  in  raw  produce,  and,  as  these  pay  no  rent,  the  landlords  may  be 
1^  oat  of  consideration ;  and  I  have  also  assumed  the  rate  of  the 
cfl^italist's  profit  to  be  stationary.    Ricardo  adopted  Adam  Smith's  sug- 
gestion at  a  minimnni  rate,  and,  by  calling  it  the  natural  rate,  endea- 
voured to  explain  the  rate  of  wages  prevailing  in  any  country  by  saying, 
that  it  was  such  as  was  necessary  to  enable  the  labourers  to  maintain 
themselves  and  their  families  in  that  state  of  comfort  which  they  regard 
aa  essential  to  their  happiness,  and  without  which  they  will  not  propa- 
gate their  race.    Adam  Smith  seems  originally  to  have  meant  no  more 
tiian  that  labourers  cannot  live  unless  they  have  enough  to  hve  on ;  but 
he  Bubaequ^itly  includes  amongst  necessaries  all  those  articles  which  in 
dilfaent  oountries  are  oonaidered  as  indispensable  in  order  to  enable  the 
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Gommon  labonien  to  keep  up  a  decent  appearanoe.  With  his  nBoal 
desire  to  verify  his  theories  by  reference  to  facts,  he  pointed  ont  that  the 
wages  of  common  labourers  were  nowhere  reduced  to  the  minimum  rate, 
as  was  proved  by  the  fact  that  the  rate  of  money-wi^;es  often  remains  the 
same  for  years,  and  even  for  half  a  century  together ;  while  the  price 
of  fi)od  was  subject  to  very  great  fluctuations.  Bicardo,  however,  con- 
siders  that  the  rate  of  wag^  must  in  the  long  run  conform  to  the  cost 
of  food,  and  that  if  the  price  of  food  rises,  the  rate  of  money-wages 
must  rise  to  such  an  extent  that  the  labourer  can  obtain  the  same 
quantity  of  food  and  other  necessaries.  If  asked  why  the  rate  of  wages 
commonly  paid  in  England  secures  to  the  labourers  a  certain  quantity  of 
commodities,  he  would  reply  that  it  is  because  the  habits  of  the  people 
make  them  determined  to  obtain  that  quantity ;  and  if  they  cannot 
obtain  it  they  will  not  propagate  the  race.  But  he  gives  no  proof  of  the 
attachment  of  the  people  in  any  country  to  a  particular  rate,  except  that 
it  actually  prevails  there ;  and  if  we  want  to  know  why  the  ordinary  rate 
is  higher  at  one  time  than  at  another,  he  has  to  refer  to  other  causes  to 
explain  it.  He  considers  that  a  labourer  may  obtain  more  gold,  though 
he  produces  the  same  quantity  as  before,  and,  as  this  implies  that  the 
capitalist  receives  less,  it  will  be  more  convenient  to  discuss  this  point  in 
the  following  chapter,  which  will  be  devoted  to  the  subject  of  profit. 
The  market  rate,  he  thinks,  may  rise  above  the  natural  rate,  but,  if  this 
happens,  an  increase  of.  population  will  take  place  which  will  reduce  the 
rate  again,  unless  in  the  meantime  the  natural  rate  has  risen;  or,  in  other 
words,  unless  the  people  have  become  attached  to  a  high  standard  of 
comfort,  and  refuse  to  put  up  with  less.  This  natural  rate  appears  to  me 
to  be  too  vague  an  idea  to  form  part  of  a  scientific  explanation,  fotf  if 
wages,  after  a  temporary  rise,  sink  to  their  former  level,  we  are  told  that 
they  have  returned  to  their  natural  rate  ;  and  if  the  rise  is  permanent, 
we  are  told  that  the  natural  rate  has  risen.  What  then  is  the  diflerence 
between  the  natural  rate  and  the  actual  rate,  and  what  more  does  the 
theory  tells  us  than  that  the  rate  of  wages  is  what  it  is  ?  An  increase 
of  population  may  lower  wages  in  so  far  as  they  are  measured  in  raw 
produce,  but  it  has  the  opposite  tendency  in  so  fiir  as  they  are  measured 
in  manujhctured  articles,  since  it  causes  them  to  be  produced  on  a  larger 
scale,  which  admits  of  greater  division  of  labour  and  diminishes  the  cost 
of  production.  It  is  then  by  no  means  clear  that  an  increase  of  popu- 
lation will  diminish  the  labourer's  comfort,  since  what  he  looses  in  one 
direction  he  may  gain  in  another.  Bicardo  supposes  on  the  other  hand, 
that  if  the  market  rate  falls  below  the  natural  rate,  a  diminution  of  the 
population  wiU  raise  it  again,  and  the  same  objection  applies  to  this 
argom^t  as  to  the  preceding.    Bioardo's  views  are  somewhat  obscorei 
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bat  thej  have  been  more  clearly  expressed  and  ftarther  developed  hj  Mill, 
who  ooDsiderB  that  a  seriea  of  abundant  harvests  may  for  a  time  improve 
the  condition  of  the  labourers  by  rendering  food  cheap,  but  can  have  no 
pemianent  effect  unless  it  continues  long  enough  to  work  a  change  in  the 
habits  of  the  people,  and  to  make  them  resolve  rather  to  restrain  their 
powers  of  multiplication  than  to  forego  any  of  the  advantages  which 
the  dieapnesB  of  food  procures  them.    Tbo  remarkable  scries  of  fine 
harvests  which  continued  from  1715  to  1765,  produced,  he  considers, 
a  pennan^nt  effect  because  it  continued  long  enough  for  a  generation  to 
grow  up  in  improved  circumstances,  and  thus  become  habituated  to 
them;  but  he  thought  it  doubtful  whether  the  repeal  of  the  Com  Laws 
would  produce  any  permanent  improvement,  and  thought  it  would 
depend  on  the  question  whether  the  people  exercised  sufficient  prudence 
in  matrimonial  matters.    He  refers  hia  readers  to  Mr.  Thornton's  work 
on  **  Over-Population  and  its  Remedy  "  for  abundant  evidence  to  show 
that  in  more  than  one  instance  in  our  history  the  labourers  have  for- 
feited their  temporary  advantages  by  imprudence  in  this  respect ;  but,  on 
consolting  that  able  and  ingenious  work,  I  have  not  found  sufficient 
evidence  to  establish  this  proposition.  All  that  Mr.  Thornton  haa  shown 
is,  that  at  some  periods  the  labourers  could  obtain  less  com  and  other 
raw  produce  than  at  some  former  periods ;  but  he  does  not  show  that 
they  were  worse  off  at  the  later  periods,  or  that  the  deamess  of  raw  pro- 
duce was  in  any  way  owing  to  any  cause  subject  to  their  control.    It 
will  be  seen  that  both  Ricardo  and  Mill  recognise  that  wages  rise  when 
food  is  cheap,  and  they  thereby  admit  to  a  certain  extent  that  wages 
depend  on  the  effici^cy  of  labour,  but  they  regard  the  labourer  in  the 
light  of  a  machine  which  can  only  be  kept  in  working  order  by  being 
supplied  vfith  sufficient  fuel,  while  I  regard  him  as  an  independent 
wcnker  who  will  not  labour  for  others  unless  they  will  give  him  as  much 
as  he  can  produce  for  himself.    Mill  considers  that  if  food  becomes  per- 
manently dearer,  the  labourer's  wages  must  still  bear  the  same  proportion 
to  the  price  of  food,  because  otherwise  he  could  not  continue  to  produce. 
I  contend,  on  the  other  hand,  that  if  he  produces  less,  he  must  receive 
less;  and  that  if  he  does  not  produce  enough  to  support  himself,  the 
coontry  will  be  depopulated,  but  wages  will  not  rise.    Mr.  Rogers  has 
mother  theory  on  the  subject  of  wages,  which  is,  that  the  rate  depends 
on  the  cost  of  maintaining  ddldren  up  to  the  age  at  which  they  are 
capable  of  htbouring,  and  that  it  is,  so  to  speak,  the  interest  on  the 
capital  which  the  parents  have  expended  in  rearing  and  educating  them. 
This  theory  might  aocount  for  the  higher  wages  paid  in  those  employ* 
meats  whidi  require  long  apprenticeship,  or  a  costly  education,  though 
even  in  these  c^ses  the  employer  would  not  give  higher  wages  unless 
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this  previous  training  rendered  labour  more  efficient ;  but  if  we  are  to 
suppose  that  the  common  rate  of  wages  is  the  return  for  the  capital 
expended  in  maintaining  children  before  they  are  able  to  work,  we  mnat 
suppose  that  parents  produce  and  bring  up  children  with  no  other  object 
than  to  secure  them  a  certain  position  in  the  world,  and  that  they  are 
not  influenced  by  the  pleasure  which  they  themsdves  derive  from  the 
possession  of  a  family.  The  price  at  whidi  a  slave  is  sold,  or  let  ont  on 
hire,  must  no  doubt  be  sufficient  to  affi)rd  to  the  slave-breeder  the  nsoal 
rate  of  profit  on  the  capital  which  he  employs,  but  the  parents  of  free 
labourers  are  actuated  by  other  motives  than  the  desire  of  gain  for  them* 
selves  or  for  their  children ;  and  they  frequently  obtain  for  their  xshil- 
dren  an  education  in  many  things  which  can  have  no  effect  in  raising 
their  wages.  To  try  the  theory  by  a  practical  case : — ^How  does  it 
explain  the  rise  of  wages  which  took  place  in  England  in  the  first  half  of 
the  last  century,  and  consisted  in  the  substitution  of  wheat  for  rye  as  the 
common  food  of  the  people  ?  Here  the  money-cost  of  maintaining  a 
child  was  the  same  after  the  change  as  it  was  before ;  or,  at  all  events,  it 
might  have  been  the  same,  and  yet  an  important  change  was  effected  in 
the  rate  of  wages  in  so  far  as  they  measure  the  comfort  of  the  people.  It 
cannot  be  said  that  wages  rose  because  it  had  become  necessary  to  feed 
children  on  wheat,  for  they  had  for  centuries  been  fed  on  rye,  mi  there 
is  no  reason  why  the  parents,  who  had  themselves  been  fed  on  the  latter 
grain  should  suddenly  desire  to  feed  their  children  on  wheat.  Beference 
to  the  efficiency  of  labour  will  at  once  explain  the  fact.  Wages  as 
measured  in  wheat  rose  because  a  series  of  favourable  seasons  rendered 
the  labour  of  the  farmers  more  efficient  in  producing  wheat  during  the 
period  1715-65  than  it  had  been  before,  and  this  enabled  the  people  to 
obtain  a  greater  quantity  of  it.  They  were  able  to  use  wheat  as  the 
chief  article  of  food,  because  they  could  procure  as  much  as  they  wanted 
without  more  labour  than  they  had  formerly  expended  in  procuring  rye ; 
and  the  improvement  was  permanent,  because  manufacturing  improve- 
ments enabled  them  to  procure  the  other  articles  which  they  wanted 
with  less  labour,  and  thus  they  could  still  consume  wheat  even  when  the 
seasons  were  unfavourable,  and  when  therefore  they  had  to  give  more 
labour  in  exchange  for  it.  Michelet  mentions  in  his  charming  little 
work'^Le  Peuple,"  that  the  labouring  classes  in  France  make  a  much 
greater  use  of  linen  and  cotton  goods  than  they  used  to  forty  years  ago, 
and  he  regards  this  as  a  striking  proof  of  the  improvement  of  their  con- 
dition. This  is  easily  accounted  for  by  the  numerous  improvements 
which  have  been  introduced  into  those  branches  of  manufacture,  but 
Mr.  Sogers'  theory  does  not  explain  it,  for  the  cost  of  maintaining  chil- 
dren has  not  undergone  any  alteration  which  could  make  it  necessaty  for 
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them  to  obtain  gach  a  rate  of  wages  as  woald  enable  them  to  purchase 
these  articles.  Both  the  theory  of  Ricardo  and  that  of  Mr.  Rogers  are 
applicable  to  the  rate  of  remuneration  which  is  given  to  slaycs,  and  they 
may  apply  to  a  few  cases  in  which  some  classes  of  free  labourers  receire 
more  than' the  usaal  rate.  The  puddlers  in  our  iron  factories,  for  instance, 
receiye  extremely  high  wages,  partly  in  order  that  they  may  procure 
wine  and  other  stimidants  which  enable  them  to  support  the  exposure  to 
intense  heat  which  is  required  in  that  deadly  Occupation,  the  necessity 
for  which  will  soon,  let  us  hope,  be  done  away  with  by  self-acting  ma^ 
chinery.  I  hope,  however,  that  I  have  said  enough  to  diow  that  neither 
theory  is  sufficient  to  account  for  the  ordinary  rate  of  wages  received  by 
free  labourers. 

The  market  rate  of  wages  depends,  according  to  Adam  Smith  and 
Bicardo,  on  the  proportion  between  the  amount  of  the  capital  in  a 
oonntry  and  the  number  of  the  labourers.    By  capital  they  understand 
machmery,  raw  materials,  and  those  articles  which  are  necessary  for  the 
maintenance  of  the  labourers,  and  they  think  that  if  the  capital  of  a 
country  increases  while  the  number  of  labourers  remains  the  same,  each 
of  them  win  receive  a  larger  dividend.  They  speak  as  if  capital  were  an 
independent  agent  which  increased  and  diminished  of  its  own  accord, 
and  do  not  seem  to  see  that  it  is  the  product  of  labour,  and  that  its 
increase  implies  that  labour  has  become  more  efficient.    They  saw  that 
wages,  as  measured  in  the  principal  necessaries  of  life,  were  high  in 
America,  and  they  also  saw  that  capital  was  rapidly  increasing  there, 
and  they  concluded  that  wages  were  high,  because  capital  was  increasing 
too  fast  for  population  to  overtake  it.    They  saw  that  the  great  increase 
of  machinery  coincided  with  an  improvement  in  the  condition  of  the 
people,  but  they  only  dimly  perceived  the  nature  of  the  connection 
between  these  two  facts.    The  introduction  of  new  machines  does  raise 
wages,  because  it  makes  labour  more  productive ;  but  they  speak  of  the 
increase  of  capital  as  increasing  the  demand  for  htbour ;  and  Bicardo 
Bays  that  labour,  like  ail  other  things,  is  cheap  when  it  is  plentiful,  and 
dear  when  it  is  scarce ;  and  that  its  price  is  regulated  by  the  proportion 
between  the  demand  for  it  and  the  supply  of  it.    Later  writers  have 
adopted  his  theory  with  such  modifications  as  they  have  thought  neces- 
Bary  in  order  to  make  it  strictly  true ;  and  seeing  that  machinery  and 
raw  materiak  are  not  divided  amongst  the  labourers,  they  have  left  them 
ont  of  the  account,  and,  confining  themselves  to  that  portion  of  capital 
whidi  consists  of  the  food  and  other  necessaries  ^consumed  by  the 
labourers,  they  contend  that  the  rate  of  wages  depends  on  the  propor- 
tion between  this  quantity  of  conunodities  and  the  number  of  the 
labourers.    It  is  to  this  portion  of  capital  that  Mr.  Jevons  restricts  the 
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use  of  the  name,  and  to  which  alone  the  name  has  been  applied  in  the 
present  work;  while  Mill  has  coined  the  term  wages-fond,  and  the 
theory  is  sometimes  expressed  in  the  formula  that  the  average  rate  of 
wages  depends  on  the  proportion  between  the  wages-ftmd  and  the 
number  of  the  labourers.  Senior's  statement  of  the  law  is  as  follows : — 
(the  italics  are  his). — **  The  proximate  cause  appears  to  be  dear.  The 
quantity  and  quality  of  the  conmu)dikies  obtained  by  each  labouring 
family  during  a  year  must  depend  on  the  quantity  and  quality  of  the 
commodities  directiy  or  indirectly  appropriated  during  the  year  to  the 
use  of  the  labouring  population,  compared  with  the  number  of  labouring 
families  (including  under  that  term  all  those  who  depend  on  their  own 
labour  for  subsistence) ;  or,  to  speak  more  concisely,  an  the  Extmi  of  the 
Fund  for  (he  ModfUenance  of  Labouren^  eotnpoired  toiih  (he  Number  of 
Labourers  to  be  mainiained,^ 

Now,  the  average  rate  means  simply  the  total  amount  of  wages  divided 
by  the  number  of  recipients,  and  Senior's  theory  is  nothing  more  than 
the  statement  that  the  average  is  the  average.  Other  writers  have 
expressed  the  theory  in  different  words,  but  their  meaning  is  substan- 
tially the  same,  and,  as  they  fix  their  attention  on  the  amount  of  the 
fund,  they  maintain  that  an  increase  in  the  number  of  the  labourers 
must  diminish  the  average  rate,  because  the  quotient  varies  inversely  as 
the  divisor.  The  obvious  objection  to  this  argument  is,  that  the  dividend 
does  not  remain  stationary,  for  if  there  are  more  people  to  labour  they 
would  produce  more, and  the  fund  will  be  increased;  or,  to  use  a  popular 
expression,  for  every  mouth  which  God  sends  into  the  world.  He  sends 
also  a  pair  of  hands.  Mill  replied  to  this  argument  by  referring  to  the 
increased  .difficulty  of  raising  raw  produce,  which  is  the  effect  of  an 
increase  of  population,  and  thus  tacitly  admitted  that  wages  depend  on 
the  efficiency  of  labour.  But  though  it  is  true  that  the  increase  of 
population  tends  to  lower  wages  in  so  far  as  they  consist  of  raw  produce, 
it  does  not  follow  that  they  always  produce  this  effect,  or  that  it  is  not 
compensated  by  the  improvements  in  manufactures  to  which  an  increased 
consumption  of  manufactured  goods  gives  occasion.  It  is  self-evident 
that  a  man  who  has  a  large  family  cannot  spend  so  much  on  his  own 
comfort  as  a  bachelor  who  receives  the  same  wages ;  but  it  is  by  no 
means  dear  that  a  workman  who  produces  a  large  number  of  children 
thereby  diminishes  the  comfort  of  the  other  members- of  his  class.  I 
need  not  repeat  the  argument  which  I  have  abeady  employed  to  show 
that  an  increase  of  population  cannot  raise  the  cost  of  the  staple 
artide  of  food,  and  though  it  may  raise  that  of  meat^  butter, 
coals,  &c.,  the  privation  will  be  fdt  rather  by  those  who  have  in- 

*  (Politloal  Economy.)    Fourth  Edition,  p.  154^ 
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creased  Umr  familieB  beyond  the  limits  of  pradenoe  than  by  those 
who  have  not,  sinoe  the  former,  having  more  to  provide  for  with  the 
same  snm  of  money,  will  be  less  able  to  submit  to  a  rise  of  price, 
and  will  have  to  forego  the  use  of  these  artides.  I  fdlly  admit  that 
much  suffering  is  produced  by  the  reckless  manner  in  which  poor  people 
bring  children  into  the  world,  whom  they  are  not  able  to  maintain,  but  it 
consists,  it  appem  to  me,  in  the  distress,  disease,  and  premature  deaths 
to  which  their  children  are  exposed,  and  not  in  a  lowering  of  the 
general  rateof  wages  received  by  the  frugal  and  industrious.  Mr.  Longe 
in  1866  was  the  first  to  point  out  that  the  theory  of  the  wages-fund 
must  mean  either  that  the  average  rate  was  equal  to  the  whole  sum  paid 
in  wages  divided  by  the  number  of  labourers  employed,  which  was  mere 
tautology,  or  that  it  was  the  whole  sum  divided  by  the  whole  number  of 
persons  employed  and  seeking  employment,  which  was  manifestly  untrue. 
Mr.  Thornton,  who  has  discussed  the  subject  at  some  length  in  his 
valuable  work  on  Labour,  denies  that  the  rate  of  wages  agreed  on 
between  the  parties  concerned  is  such  as  to  equalise  the  demand  and  the 
supply;  by  which  latter  term  is  to  be  understood  the  number  of  labourers 
seeking  employment,  and,  indeed,  it  is  a  familiar  fact  that  there  are  always 
many  persons  out  of  work  who  are  quite  wiUing  to  work  for  the  ordinary 
tarms,  which,  however,  are  not  lowered  so  as  to  give  employment  to  them 
all.  Mr.  Thornton  further  denies  that  there  is  any  fund  in  the  country 
which  is  destined  or  set  apart  for  the  maintenance  of  labourers  rather 
than  for  any  other  purpose,  and  thinking,  therefore,  that  the  wages-fund 
has  no  existence,  he  oondndes  that  the  theory  is  altogether  untrue,  and 
sees  no  reason  why  a  combination  of  labourers  may  not  raise  the  rate 
of  wages,  while  both  their  number  and  the  amount  of  ci^ital  in  the 
country  remain  the  same.  Employers,  he  says,  do  not  set  aside  a  certain 
fixed  snm  to  be  spent  in  wages,  but  they  devote  to  this  purpose  whatever 
smn  is  agreed  on  by  abargain  between  themselves  and  the  htbourers,  and 
tins  sum  is  not  divided  amongst  all  who  are  seeking  employment,  and 
there  is,  therefore,  no  fixed  wagechfund  from  which  the  rate  of  wages  can 
be  ascertained  by  a  sum  in  division.  His  arguments  have  been  exhaust* 
iUy  examined  by  Gaimes  in  his  latest  work,*  and  the  gist  of  the  reply 
there  given  is  that  though  individual  employers  do  not  know  beforehand 
the  exact  sum  which  they  will  have  to  spend  on  wages,  nevertheless,  the 
whole  class  of  employers  are  obliged  by  the  desire  of  profit  to  set  aside  a 
certain  portion  of  their  wealth  to  this  purpose.  In  a  given  state  of  the 
arts  there  is  a  certain  proportion  in  which  capitalists  must  distribute 
their  expenditure  among  the  different  heads  of  raw  materials,  machinery, 
and  wages,  if  they  would  carry  on  their  business  with  profit,  and  it  may, 

*  Leading  PrinoipUs  of  PoUtioal  Boonomy.    Fart  II,  chap.  1,  «ec.  2. 
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therefore,  be  predicted,  that  this  proportion  will,  as  a  general  rale,  be 
preserved.  The  wages-fimd  may,  therefore,  be  considered  as  a  real  entity, 
since,  however  indefinite  it  may  be,  it  is  made  up  of  various  amoontB 
which  the  motives  of  self-interest  will  impel  capitalists  to  employ  in  the 
payment  of  wages,  and  individual  caprice  has  very  little  power  to  affect 
its  amount.  But  while  unable  to  concur  with  Mr.  Thornton  in  thinking 
that  the  wages-fund  has  no  existence,  I  consider  that  his  arguments  are 
enough  to  show  that  it  cannot  furnish  a  satisfactory  explanation  of  the 
problem  of  wages.  Granting  that  the  wages-fimd  is  a  fixed  quantity, 
there  still  remains  the  objection  that  we  must  either  suppose  it  to  be 
divided  amongst  all  the  labourers  seeking  employment,  or  amongst  all 
those  who  are  actually  employed.  The  former  supposition  is  manifestly 
at  variance  with  the  facts,  and  the  latter,  though  correct,  does  not 
explain  the  matter.  If  we  ask  why  wages  are  higher  at  one  time 
or  place  than  at  another,  we  are  told  that  the  wages-fund  is  larger  in 
proportion  to  the  number  of  the  labourers ;  but  this  is  merely  re-stating  the 
fact  that  wages  are  higher,  since  the  average  amount  is  nothing  but  the 
total  amount  divided  by  the  number  of  the  recipients. 

Mr.  Jevons,*  who  tells  us  that  he  has  long  held  that  the  theory  of  the 
wages-fund  is  no  more  than  the  statement  that  the  average  is  the 
average,  considers  nevertheless  that  it  may  explain  some  temporary 
fluctuations,  such  as  a  rise  of  wages  when  a  large  number  of  labomrers 
are  required  to  build  an  embankment  or  other  great  public  work.  I 
must  confess  myself  unable  to  follow  this  reasoning,  or  to  understand  how 
the  statement  that  the  avenge  pay  of  the  labourers  who  constructed  the 
Thames  Embankment  was  exactly  equal  to  the  total  sum  disbursed 
amongst  them,  divided  by  their  number,  can  explain  the  rate  of  their 
wages  any  more  than  a  similar  statement  can  explain  the  average  rate  of 
wages  prevailing  in  the  country.  For  my  own  part  I  consider,  as  I  have 
already  observed,  that  fluctuations  in  the  rate  of  wages  depend  on 
fluctuations  in  the  efficiency  of  labour,  and  that  the  number  of 
unsuccessful  competitors  for  employment  is  not  the  cause  of  the  rate  of 
wages,  but  a  sign  which  indicates  that  the  labour  of  those  who  are 
employed  is  more  or  less  productive.  When  a  trade  (as  the  building 
trade  for  example)  is  unusually  active,  the  employers  are  anxious  that  the 
workmen  should  do  as  much  work  as  possible  in  a  limited  time,  and  by 
giving  higher  wages  they  may  induce  the  men  to  work  longer  or  harder, 
and  as  they  can  always  find  something  for  them  to  do,  there  is  more 
work  done  in  the  same  time.  When  trade  is  slack  the  employers  do  not 
always  dismiss  all  the  men  whom  they  can  spare,  but  prefer  to  keep 

*  Theory  of  Political  Economy,  chap.  Till,  pages  259—262. 
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icanj  of  them  in  their  servioe  in  case  things  should  take  a  tnm,  and  in 
sach  a  case,  though  tiie  men  work  nominally  for  the  same  time,  they  do 
not  do  80  much,  and  as  the  things  which  they  produce  are  not  wanted 
bj  the  other  dasses  of  society,  their  labour  exchanges  on  less  &yourable 
tenns.  In  the  former  case  there  would  be  a  small  number  of  men 
seeking  emptoyment  in  that  particular  trade,  and  in  the  latter  case  a 
large  number,  and  it  would  be  said  that  wages  were  high  because  there 
were  few  competing  for  employment,  and  low  because  there  were  many, 
bat  the  nnmber  of  competitors  is  not  the  cause,  but  only  the  symptom. 
There  are  few  competitors  for  an  employment  in  which  great  skill  is 
required,  but  the  skilful  man  receiyes  higher  wages  because  his  labour  is 
more  efficient  than  that  of  the  unskilful,  and  it  is  only  looking  at  the 
8ui&ce  to  say  that  he  receiyes  them  because  such  men  are  scarce.  The 
French  refugees,  to  whom  London  has  so  often  afforded  an  asylum, 
receive*  low  wages  because  they  are  not  able  to  do  any  work  except  that 
of  teaching  their  own  language,  and  there  are  too  few  people  desirous  of 
learning  French  to  employ  them  all,  and  those  who  employ  them  do  so 
radier  from  motiyes  of  charity,  so  that  here  again  it  is  their  inefficiency 
which  is  the  cause  of  their  low  remuneration,  and  their  competition  for 
this  one  employment  is  the  sign  of  their  inaptitude  for  all  others.  All 
the  theories  which  I  haye  now  examined,  except  that  of  Mr.  Sogers, 
afisome  in  some  degree  that  wages  depend  on  the  efficiency  of  labour,  and 
the  explanations  which  they  giye  may  be  reconciled  with  mine,  but  it 
appears  to  me  that  the  efficiency  of  labour  will  suffice  to  explain  all  cases 
except  a  few  which  cannot  be  explained  at  all,  and  my  theory  is  deducible 
from  the  fdndamental  principle  of  human  nature,  on  which  all  economic 
reasoning  is  based.  As  long  as  wages  are  regarded  as  a  whole,  all 
explanations  which  would  account  for  so  complex  a  phenomenon  must 
partake  of  the  yagueness  of  the  idea  itself,  and  I  haye  thought  it  better 
to  divide  wages  into  the  articles  of  which  it  is  composed,  and  to  account 
for  each  of  them  separately;  and  when  this  course  is  pursued,  it  becomes 
apparent  that  yalue  and  wages  are  the  same  phenomenon,  seen  from  two 
different  pouits  of  yiew,  and  must  receive  the  same  explanation. 

I  have  hitherto  assumed  that  all  labourers  possess  equal  strength  and 
skill,  and  that  it  is  a  matter  of  indifference  to  them  what  employment 
they  follow,  and  if  such  were  indeed  the  case  they  would  all  receive  the 
same  rate  of  wages.  But  such  is  not  the  fact,  and  I  have  now  to  explain 
the  causes  of  the  different  rates  of  wages  which  prevail  in  different 
employments.  For  the  purpose  of  comparison  it  will  be  convenient  to  * 
take  them  as  measured  in  the  same  oonmiodity,  which  wiQ,  of  course,  be 
money,  as  being  that  in  which  they  are  commonly  measured.  Adam 
Smith  mentions  five  circumstances  which  cause  the  rate  of  wages  to  be 
lower  in  wme  trades  and  higher  in  others,  which  are  as  follows : — "  Firsts 

Digitized  by  VjOOQIC 


146  ADVAKTAGEB  OF  SOME  EMPLOtMSRTS. 

the  agreeableness  or  disagreeableness  of  the  employments  themselvee ; 
Secondly,  the  easiness  and  cheapness,  or  the  difficalty  and  expense  of 
learning  them  ;  Thirdly,  the  constancy  or  inconstancy  of  employment  in 
them  ;  Fourthly,  the  small  or  great  tmst  which  must  be  reposed  in  those 
who  exercise  them;  and.  Fifthly,  the  probabihty  gr  improbahilily  of 
success  in  them."  (Book  1,  chap.  10.)  If  one  employment  is  particularly 
disagreeable,  those  who  engage  in  it  naturally  require  higher  wages  in 
order  to  remunerate  them  for  the  greater  sacrifice  which  they  make  for 
the  sake  of  others,  and  if  this  compensation  were  not  forthcoming,  no  one 
would  engage  in  that  trade  when  he  could  obtain  as  much  by  working  at 
one  which  was  more  agreeable  to  him.  This  may  be  illustrated  by  the 
case  of  domestic  servants,  who  are  obliged  to  sacrifice  their  independence 
and  to  be  always  ready  to  submit  to  the  orders  of  their  masters,  and  who 
can  never  take  a  hoUday,  or  do  anything  which  requires  them  to  be 
absent  from  the  house,  without  asking  leave.  While  common  labourers 
receive  about  800f.  a  year,  the  wages  of  a  man-servant,  counting  his 
board  and  lodging,  as  well  as  the  money  which  he  actually  reoeiyes, 
amount  to  2,500f.  a  year,  or  about  three  times  as  much  as  those  of  the 
common  labourers.  It  is  true  that  the  servant  is  obliged  to  buy  more 
expensive  clothes,  but  this  will  only  account  for  a  small  portion  of  the 
difference,  and  the  determination  which  is  shown  by  this  class  to  obtain 
as  high  wages  as  possible,  and  the  eagerness  with  which  they  embrace 
the  first  opportunity  of  leaving  service,  shows  that  they  consider  it  to  be 
a  disagreeable  employment.  An  illustration  of  the  opposite  kind  is 
afforded  by  the  case  of  ministers  of  religion  and  teachers  of  science,  who 
often  engage  in  their  work  much  less  for  the  sake  of  the  remuneration 
which  they  themselves  obtain  than  for  the  sake  of  performing  a  dutj  to 
society,  or  enjoying  the  pleasure  which  their  occupations  afford.  It  has 
often  been  remarked  that  the  wages  of  both  these  classes  are  extremely 
low;  not,  indeed^  when  compared  with  those  of  common  labourers,  bnt 
when  compared  with  the  remuneration  received  by  p^^sons  engaged  in 
commercial  business,  and  with  the  general  scale  of  incomes  in  the  dass 
of  society  with  which  they  are  expected  to  mix.  This  has  been  r^arded 
as  a  proof  of  the  indifference  of  the  public  to  the  service  which  these 
classes  render  to  the  world,  but  what  it  really  shows  is  that  they  are 
highly  appreciated,  that  there  are  many  persons  who  are  willing  to 
engage  in  these  employments  with  but  small  pecuniary  rewards,  and  that 
public  esteem  is  one  compensation  to  which  they  look.  It  has  often  been 
attempted  to  do  away  with  this  state  of  things  by  means  of  endowments, 
and  the  retention  of  rich  bishoprics  and  deaneries  in  the  Church  of 
England  has  been  defended  on  the  ground  that  they  hold  out  an 
inducement  to  able  men  to  enter  Holy  Orders.  This  is  a  singnlar 
argument  to  be  used  in  regard  to  such  a  profession,  for,  if  a  few  ambitions 


Digitized  by  VjOOQIC 


ADYiL&rrAGKS  OF  BOlfS  EXPLOTlOSHTfl.  /;    /  ^47 

men  are  tempted  by  sach  baits,  they  miut  be  the  t^  meiiNi|ia$ffe  tiie  ^i*  j  - 

least  fit  for  such  posts,  and  whom  it  wonid  be  most  (diipMe  to  exbln^ 

Bnt,  however  rich  the  endowmente  of  a  Church  mayjje^  it  isi)i(r^fouid^    f^ 

that  they  are  engrossed  by  a  portion  only  of  the  clergy/and  that  a^i^ 

number  of  these  are  always  extremely  poor.    It  is  the  same  with  regard  ^  { 

to  the  teachers  of  science^  and  the  same  remedy  has  been  applied  to  tiw^ 

snpposed  evfl  in  the  form  of  collegiate  endowments.    The  same  objection 

KpplieB  to  these  as  to  ecclesiastical  endowments,  yiz. :  that  they  tempt 

men  who  do  not  feel  any  great  desire  to  promote  the  progress  of  science 

to  become  candidates  for  professorships,  and  though  it  is  true  that  a 

richly-endowed  chair  may  be  fiUed  by  an  eminent  man,  his  chance  of 

obtaining  it  is  diminished  by  the  inducement  which  it  holds  out  to 

inferior  men  to  become  candidates  for  it.    Mr.  Pattison,  after  telling  us 

that  a  ''buyer,"  or  head  of  a  department  in  a  Manchester  house  receives 

a  salary  of  25,000f.  a  year,  suggests  that  the  salaries  of  Oxford  professors 

Bhonid  be  fixed  more  or  less  with  reference  to  this  amount,  as  if  the  same 

class  of  men  were  to  apply  for  both  employments,  and  as  if  the 

profesBorships  had  no  charms  of  their  own  which  could  make  them 

desirable  for  any  other  purpose  than  that  of  affording  a  living.    There  is 

another  objection  to  these  endowments,  that  they  weaken  the  incentives 

to  activity  on  the  part  of  the  teachers  by  making  them  independent  of 

the  fees  of  tiieir  pupOs,  a  point  which  has  been  insisted  on  with  great 

force  by  Adam  Smith,*  who  illustrated  his  argument  by  referring  to  the 

Btate  of  things  in  the  University  of  Oxford^  of  which  he  had  himself  had 

experience  as  an  undergraduate. 

Those  who  hav^  never  read  his  work,  and  who  have  no  conception  of 
the  nature  of  his  method  of  reasoning,  imagine  that  he  inferred  that  all 
endowments  were  bad  because  the  teachers  at  Oxford  in  his  time  were 
inefficient,  but  he  adduced  the  case  of  Oxford,  as  he  did  aU  other  facts  to 
which  he  referred,  as  an  illustration  merely,  and  those  who  contend  that 
professors  who  are  independent  of  the  fees  of  their  pupils  may  be  kept  to 
their  work  by  the  control  of  the  Government,  or  by  public  opinion,  do 
not  in  any  way  shake  the  force  of  his  reasoning,  the  object  of  which 
is  to  show  that  endowments  tend  to  diminish  the  activity  and  efficiency 
of  the  teachers,  and  not  that  this  tendency  cannot  be  overborne  by  other 
forces.  He  discussed  the  case  of  (Jovemment  control,  and  pointed  to  France 
as  an  instance  of  the  evil  effocts  of  the  interference  of  Qovemment  with  an 
University,  and  his  remarks  are  equally  applicable  to  the  University  of 
Paris  at  Uie  present  day.  The  modem  advocates  of  Univenaty  endow- 
ments refer  to  Germany  as  an  example  in  which  good  effects  are  produced 
without  any  compensating  evils,  but  in  Oermany  a  great  deal  of  the  work 
of  teaching  in  the  Universities  is  performed  by  the  "  Privat  docenten," 
*  Book  v.,  ohap.  1.  L  2 
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who  are  paid  entirely  by  fees,  and  the  professorships  are  generally  of  bnt 
moderate  value;  moreover,  the  German  Governments  exercise  control 
over  the  Universities,  and  the  advocates  of  endowments  admit  that  bnt 
for  this  control  the  system  would  not  work  well.  Endowments  are  also 
open  to  the  objection  that  as  they  make  the  teachers  independent  of  the 
learners,  they  tend  to  keep  up  the  teaching  of  -subjects  which  nobody 
wishes  to  learn,  as  is  exemplified  in  England,  France,  and  Germany,  in 
all  of  which  countries  more  attention  is  bestowed  on  the  classical  languages 
than  would  be  the  case  if  the  teachers  were  obliged  to  teach  simply  what 
the  people  wished  to  learn.  Adam  Smith  thought  that  collegiate  endow- 
ments produced  the  effect  of  bringing  up  more  men  to  the  literary 
profession  than  would  otherwise  have  entered  it,  and  so  diminished  the 
earnings  of  literary  men  by  crowding  the  profession  with  too  many 
competitors.  But  there  is  no  reason  to  invoke  such  a  cause  to  account 
for  the  low  remuneration  of  this  class,  which  can  be  sufficiently  accounted 
for  by  the  pleasure  which  the  occupation  itself  affords.  Many  authors 
write  simply  for  the  sake  of  enlightening  the  public  mind,  or  of  gaining 
reputation,  and  they  often  do  so  without  any  pay  whatever,  and  it  is  not 
sufficient  to  say  that  there  is  too  much  competition  for  them  to  earn 
anything,  for  we  have  to  explain  why  they  continue  to  work  without  pay, 
instead  of  ceasing  to  do  so  as  any  other  class  would  do,  and  this  can  only 
be  explained  by  the  agreeableness  of  the  employment.  Many  periodicals 
continue  in  existence  for  years  without  paying  anything  to  the  authors 
who  contribute  to  them,  but  they  cease  as  soon  as  it  is  found  that  they 
do  not  bring  in  enough  to  pay  the  printer's  bill. 

The  most  important  differences  between  the  rates  of  wages  prevailing 
in  different  employments  proceed  from  differences  in  the  amount  of 
skill  required  in  those  who  work  at  them.  More  skill  is  required  in  the 
work  of  a  carpenter  or  a  mason  than  in  that  of  a  common  labourer,  and 
it  is  invariably  found  that  the  wages  of  the  former  classes  exceed  those  of 
the  latter,  though  the  difference  is  not  always  the  same,  but  is  sometimes 
less  than  50  per  cent.,  and  sometimes  more  than  100  per  cent,  in  favour 
of  the  skilled  artisans.  In  1871,  for  example,  in  the  London  building 
trade,  the  wages  of  the  common  labourers  were  52c.  the  hour,  while  those 
of  carpenters,  masons,  bricklayers,  and  plasterers  were  82c.  the  hour,  aiid 
similar  differences  existed  between  the  skilled  and  unskilled  workmen  in 
other  trades.  Adam  Smith  ac(5ounted  for  these  differences  by  saying 
that  these  trades  were  more  difficult  to  learn  than  the  work  of  tlie 
conamon  labourers,  and  that  the  higher  rate  of  wages  was  necessary  to 
compensate  the  trouble  and  expense  incurred  in  serving  an  apprentice- 
ship in  order  to  learn  the  trade.  This  explanation,  though  sound  as 
far  as  it  goes,  does  not  appear  to  me  to  be  quite  satisfactory,  and  the 
differences  in  the  rates  paid  in  different  employments  seem  to  me  to 
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spring  from  the  same  cause  as  the  diflTerences  in  the  wages  of  diiSerent 
iadiyidaals  working  at  the  same  trade,  viz. :  the  inequality  existing 
between  the  efficiency  of  the  labour  of  different  men.  A  carpenter 
receives  more  wages  than  a  common  labourer  because  it  is  found  by 
experience  that  a  man  who  has  received  a  special  training  to  fit  him  for 
a  carpenter's  work  can  do  more  work  than  a  man  who  has  not  devoted 
liimself  to  it,  and  if  a  carpenter's  wages  are  twice  as  high  as  those  of  a 
conmion  labourer,  it  is  because  it  is  found  that  one  carpenter  can  do 
twice  as  much  carpentering  in  the  same  tiine  as  a  common  labourer ; 
either  because  he  actually  works  more  quickly,  or  because  he  spoils  less, 
and  so  is  less  under  the  necessity  of  doing  his  work  over  again.  The 
trouble  and  expense  which  must  be  incurred  by  every  one  who  wishes  to 
enter  the  carpenter's  trade  do,  no  doubt,  prevent  many  men  from  entering 
it  and  bringing  down  the  rate  of  wages  to  the  geneoral  level,  butif  the 
skill  of  these  mechanics  were  not  acquired,  but  natural,  I  apprehend  that 
the  same  difference  would  show  itself  between  their  wages  and  those  of 
nnskilled  labourers,  if  the  efficiency  of  their  labour  stood  in  the  same 
proportion  to  that  of  the  latter  class.  It  may  be  objected  that  the 
labour  of  an  agricultural  labourer  is  more  efficient  than  that  of  a  novice, 
and  that  there  is  no  difference  in  this  respect  between  them  and  mechanics ; 
but,  in  fact,  there  are  similar  differences  between  the  wages  of  farm 
labourers  of  different  degrees  of  skill,  but  in  their  case  the  novices  are 
children,  who  learn  the  more  difficult  parts  of  their  work  while  practising 
the  more  easy,  and  I  apprehend  that  a  &rmer  would  lose  less  by  employ- 
ing a  labourer  who  had  always  lived  in  a  town,  and  giving  him  the  same 
wages  as  one  who  had  been  used  to  farming,  than  a  builder  would  lose 
by  doing  the  same  thing  with  an  untrained  carpenter. 

The  reason  why  those  who  suffer  from  any  infirmity,  such  as  blindness, 
which  interferes  with  their  powers  of  worMng,  receive  lower  wages  than 
others  who  have  the  full  possession  of  their  faculties  is  perfectly  obvious. 
As  there  cannot  be  two  prices  in  one  market,  the  things  produced  by  the 
blind  must  sell  for  the  same  price  as  articles  of  the  same  kind  produced 
by  the  seeing ;  and,  if  the  blind  cannot  work  so  well,  or  so  quickly  as  the 
others,  they  must  receive  less  wages  in  the  same  time.  In  this  country 
it  is  almost  impossible  for  a  blind  person  to  maintain  himself  by  <  manual 
labour,  for  though  the  baskets  and  brushes  which  are  made  by  this  class 
are  nearly,  or  quite  as  good,  or  even  better  than  those  made  by  the  see- 
ing, the  blind  cannot  work  so  quickly,  and  they  therefore  receive  less 
wages  than  the  latter.  The  employments  which  they  pursue  are,  of  neces- 
sity, of  the  easiest  and  simplest  kind,  and  the  wages  of  other  workmen  in 
those  trades  are  accordingly  yery.low,  and  such  as  to  afford  little  more 
than,  the  necessaries  of  life,  while  the  blind  receive  still  less  than  these, 
and  it  is  consequently  found  necessary  to  supplement  their  wages  by 
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oharifcj  in  Bome  form  or  other,  if  they  are  to  be  maintained  at  alL  In 
the  United  States  the  difficulty  is  not  so  great,  for  though  the  blind 
reoeive  less  than  the  seeing,  yet  the  labour  of  the  latter  in  producing  the 
necessaries  of  life  is  more  productive  in  that  country  than  in  England, 
and  the  blind  can  at  least  manage  to  earn  enough  of  these.  In  the 
United  States,  as  in  France,  a  few  of  the  blind  who  possess  mnsical 
talents,  are  able  to  earn  a  comfortable  maintenance  as  piano^uners, 
because  this  is  an  art  in  which  great  skill  is  required,  and  to  the  acquisi- 
tion of  which  blindness  is  scarcely  a  hindrance,  but  in  some  cases  an 
assistance.  Special  training  is  required  to  fit  them  for  this  work,  but  the 
reason  why  they  earn  more  in  this  way  is,  that  their  labour  is  more  efficient 
I  am  now  in  a  position  to  examine  Babbage's  theory  respecting  the 
advantages  of  the  division  of  labour  to  which  I  referred  in  the  diapter 
on  Labour  (Book  I.,  chap.  2),  but  which  I  could  not  thoroughly  diacusB 
in  that  place.  It  was  his  opinion  that  Adam  Smith  had  overlooked  the 
most  important  advantage  aflfbrded  by  the  division  of  labour,  viz.:  that 
it  enables  the  employer  to  obtain  just  that  quantity  of  skiUed  and  un- 
skilled labour  which  he  requires,  and,  by  employing  the  less  skilful 
labourers  in  the  simpler  parts  of  the  work,  to  reduce  the  price  of  the 
article  by  saving  all  the  difference  between  their  low  wages  and  the  high 
ones  which  he  would  have  to  pay  to  the  most  skilful  labourer,  if  he  alone 
performed  the  whole  of  the  work.  After  describing  the  processes  of 
which  pin-making  consists,  and  mentioning  the  rates  of  wages  paid  to  the 
different  classes  of  workmen  employed,  he  gives  in  thjB  following  Table 
the  time  employed  in  making  a  pound  of  pins,  and  the  amount  of  money 
paid  to  the  different  persons  who  make  them. 


NamcofUieprocew. 

Woikmen. 

Time  for 

making 

lib.  of  pins. 

Cost  of 

making 

lib.  of  pms. 

Workman's 
earnings 
per  day. 

Price  of  making 
each  part  of  a 

peony. 

Drawing  Wire  •».... 
Stralgbtening  Wire  .. 

Pointing  •• 

Man 
Woman 
Girl 
Man 

Boy 

Man 

Woman 

Kan 

Woman 

Woman 

Hours. 
.3636 

.3000 

.8000 

.3000 

.0400 

.6400 
4.0000 

.1071. 

.1071. 
2.1814 

Pence. 
1.2600. 

.2840. 

.1420. 

1.7760. 

.0147. 

.3103. 

5.0000 
.6666 
.3888 

8.1978 

8.    d. 

3    3 

.  1    0 

0    6 

6    3 

0  4) 

6    4J 

1  8 
6    0 
8    0 
1    6 

225. 

51. 

26. 
319. 

3. 

3a 

901. 

121. 

60. 

576. 

Twisting  k  Chitting ) 
Heads j 

Headhigdiito   \ 

Heading  .*....••.... 

Tinning  or  Whitening 
Faneiinff     ••••»••••• 

*OT|r«*M>e          <«.«v««.v» 
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After  giving  this  table  he  obfleireB: — **  It  appean  from  the  analjais 
we  have  giyen  of  the  art  of  pin-makmg,  that  it  oocapies  rather  more 
tium  fleyen-honnhand-a-half  of  time  for  ten  different  individoals  working 
in  sacooBBion  on  the  same  material  to  convert  it  into  a  pomid  of  pins ; 
and  that  the  total  expense  of  their  labonr,  each  being  paid  in  the  joint 
ratio  of  his  skilly  and  of  the  time  he  is  employed,  amounts  very  nearly 

to  Is.  Id, 

*  ****** 

''Now,  it  18  evidecLt  that  if  one  person  were  required  to  make  the  whole 
pound  of  pins,  he  must  hare  skill  enough  to  earn  about  5b.  dd.  per  day, 
whilst  he  is  pointing  the  wires  or  cutting  off  the  heads  from  the  spiral 
coils,  and  60.  when  he  is  whitening  the  pins ;  which  three  operations 
together  would  occupy  little  more  than  the  seventeenth  part  of  his  time. 
It  is  also  apparent  that,  during  more  than  one-half  of  his  time,  he  must 
be  earning  only  Is.  8d.  per  day  in  putting  on  the  heads ;  although  his 
skill,  if  proper^  employed,  would  in  the  same  time  produce  nearly  five 
times  as  mach.  If,  therefore,  we  were  to  employ  for  all  the  processes, 
the  man  who  whitens  the  pins,  and  who'eams  6s.  per  day,  even  suppos- 
ing that  he  could  make  the  pound  of  pins  in  an  equally  short  time,  yet 
we  must  pay  him  for  his  time  46.14  pence,  or  about  Ss.  lOd."  (Economy 
of  Machinery  and  ManufSEictures.    Chap.  19). 

Hence  he  infers  that  the  division  of  labour  reduces  the  price  of  a 
pound  of  pins  from  3s.  lOd.  to  Is.  Id.,  or  to  about  two*S6venths  of  what 
it  would  be  if  all  the  processes  were  performed  by  one  man,  even  sup- 
posing that  he  could  make  the  same  quantity  in  the  same  time.  As  may 
be  supposed,  I  have  no  intention  of  impugning  the  accuracy  of  the 
calculations  of  so  eminent  a  mathematician,  in  so  flEur  as  it  is  a  question 
of  arithmetic ;  but  I  object  to  the  Economic  theory  that  a  man  who 
can  earn  68.  a  day  by  whitening  pins  must  receive  equally  high  wages  if 
he  spends  the  greater  part  of  his  time  in  performing  simple  operations 
which  he  does  no  better  than  other  persons  who  earn  Is.  or  4j^.  a  day. 
I  contend  that  the  only  reason  why  the  whitener  receives  higher  wages 
than  the  others  is  that  his  labour  is  more  efficient,  and  that  no  employer 
would  pay  this  higher  rate  unless  the  workman's  skill  produced  a  oorre- 
sponding  advantage  by  yielding  a  greater  product.    It  appears,  indeed, 
from  the  analysis  of  the  art  of  pin-making  which  Babbage  has  given  in 
the  same  chapter  that  the  men  are  paid  by  the  piece,  and  consequently 
that  their  wages  depend  entirely  on  their  efficiency,  and  that  the  division 
of  labour  enables  the  whiteners  to  earn  high  wages  by  concentrating 
their  labour  on  one  process.    The  way  in  which  the  division  of  labour 
arises  is,  that  a  man  finds  that  he  can  earn  more  by  employing  a  woman 
or  a  child  to  do  the  simpler  parts  of  his  work,  and  confining  himself  to 
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the  mot^  difficult.  K  one  man  alone  were  employed  to  make  a  poimd  of 
pinB,  he  could  Btill  do  it  for  Is.  Id.,  and  it  would  still  be  his  interest  to 
do  his  work  as  well  and  as  quickly  as  possible.  If  he  could  do  the 
whitening  as  well  as  one  who  devotes  his  whole  time  to  it,  he  would  be 
as  well  paid  during  the  time  so  employed ;  but  during  the  rest  of  the 
time  he  would  only  earn  as  much  as  those  who  deyote  themselyes  to  the 
other  processes.  He  could  not  compel  his  employer  to  give  him  Ss.  lOd. 
on  the  ground  that  he  had  sufficient  skill  to  earn  that  sum  as  a  whitener, 
for  the  employer  would  say  that  he  only  derived  a  benefit  from  the  work- 
man's skill  when  employed  in  his  service.  If  the  skilful  woikman 
refused  to  work  on  such  terms,  the  employer  could  still  get  the 
work  done  at  the  same  prioe  by  giving  it  to  an  inferior  work- 
man, for  though  the  latter  would  take  a  longer  time  to  do  it,  and 
would  spoil  more  pins  in  the  process,  his  wages  would  be  lower, 
and  the  loss  would  fall  upon  him  rather  than  on  the  employer. 
The  case  is,  of  course,  quite  imaginary,  for  the  division  of  labour 
eoables  men  to  acquire  much  greater  skill  in  the  particular  process 
to  which  they  devote  themselves,  but  under  the  conditions  sup- 
posed I  contend  that,  as  the  quantity  and  quality  of  the  labour  employed 
would  be  the  same,  the  value  of  the  article  produced  would  be  the  same 
also.  The  author  of  an  amusing  little  book  about  Queensland*  informs 
us  that  the  shepherds  in  that  country  are,  for  the  most  part,  ^^broken- 
down  swells,"  and  that  he  once  worked  on  a  station  on  which  there  were 
three  other  shepherds  besides  himself  who  had  been  educated  at  English 
universities  or  public  schools,  yet  the  superior  education  which  these  men 
have  received  does  not  enable  them  to  earn  higher  wages  than  others 
who  are  equally  conversant  with  the  business  of  a  shepherd.  It  is  quite 
true  that  society  derives  an  advantage  from  the  division  of  labour,  in  so 
fiar  as  it  enables  the  more  skilful  labourers  to  devote  themselves  to  the 
more  difficult  work,  but  this  consists  in  the  greater  productiveness  of 
their  labour  when  so  employed,  and  they  reap  the  benefit  of  it  in  higher 
wages,  and  the  general  wealth  of  the  whole  society  is  increased.  This  is 
not  expressly  mentioned  by  Adam  Smith,  but  he,  perhaps,  induded  it 
among  the  advantages  conferred  by  the  increased  skill  of  tiie  workmen, 
and.  though  Babbi^e  himself  regarded  his  theory  as  one  of  his  chief 
contributions  to  human  knowledge,  I  am  driven  to  the  conclusion  that  a 
great  part  of  his  argument  is  fallacious,  and  that  he  has  &Qed  to  give  a 
correct  arithmetical  expression  to  the  benefit  which  the  division  of  labour 
confers  on  society. 
Under  the  same  head  may  be  classed  the  high  rates  of  wages  paid  to 

^  Ck>lonial  AdventoreB  and  Szperienoes.    Bell  and  Daldy,  1871. 
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Aow  in  whom  great  trast  is  reposed.  Jnst  as  a  carpenter  receiyes  more 
than  a  common  labonrer  because  he  does  his  work  better^  so  a  bank 
sumsger  receives  a  higher  salary  than  a  clerk^  because  it  is  found  that 
efibaent  management  is  more  essential  to  a  bank  than  good  writing,  and 
that  a  more  efficient  manager,  and  one  who  will  more  thoroughly  devote 
himself  to  the  service  of  the  bank,  may  be  procured  by  the  offer  of  a  high 
Balaiy. 

Workmen  will  engage  to  work  for  lower  wages  if  they  are  assured  of 
constant  employment  than  if  they  are  liable  to  be  dismissed  whenever 
the  position  of  the  particular  trade  in  which  they  are  employed  is  such 
that  it  is  no  longer  profitable  to  retain  them.  This  explains  why  the 
labourers  in  the  Grovemment  Docks  are  paid  less  than  those  in  private 
yards,  and  yet  the  (Government  has  no  difficulty  in  obtaining  as  many 
men  as  it  requires,  and  loud  complaints  are  heard  when  they  are 
dismissed  in  consequence  of  the  closing  of  a  dockyard.  Though  the 
rates  of  wages  are  different  when  single  weeks  are  compared,  it  is 
probable  that  the  difference  would  be  very  much  dimini^ed  if  the 
oomparison  were  extended  over  a  series  of  years,  and  as  the  Government 
»n{doyte  are  paid  when  they  are  doing  little  or  nothing,  the  amount  of 
labonr  which  they  do  in  return  for  their  pay  is  probably  about  the  same 
as  that  performed  by  the  employ6s  of  private  shipbuilders. 

Adam  Smith  considered  that  the  prospect  of  success  in  a  particular 
profeBBion  had  some  influence  on  the  wages  of  those  who  followed  it,  and 
that  if  in  any  one  profession  a  great  number  of  persons  who  engage  in 
it  fidled  to  earn  a  living,  the  gains  of  those  who  succeed  must  be  higher 
in  order  to  compensate  for  the  risk  of  failure  which  they  had  incurred. 
He  explained  the  high  fees  received  by  advocates  by  pointing  to  the 
number  of  young  men  who  embark  in  that  profession,  but  who  do  not 
earn  enough  to  pay  their  expenses,  and  maintained  that  though  the 
one  who  succeeded  did  not  gain  all  that  was  lost  by  the  nineteen  who 
failed,  his  high  pay  was  at  least  some  compensation  for  the  risk  of  fidlure 
which  he  had  incurred.  CherbuUez  (vol.  1,  p.  431),  contends  that  Adam 
Smith  has  put  the  cart  before  the  horse,  and  that  it  is  because  the 
earnings  of  barristers  are  so  great  that  more  men  are  induced  to  enter 
the  profession  than  can  earn  a  maintenance  by  it.  Senior,  however,  has 
cat  the  ground  from  under  the  disputants  by  denying  the  feict  that 
BDOcesB  at  the  bar  is  extremely  uncertain.  He  has,  he  tells  us,  watched 
the  career  of  more  than  a  hundred  young  barristers,  and  wherever 
diligence  has  been  applied,  success  has  been  the  ahnost  invariable  result. 
Although  his  opinion  is  contrary  to  that  which  is  generally  received,  yet 
as  it  was  the  revolt  of  long  observation  and  experience,  it  is  much  more 
deBerring  of  credit,  and  the  numerous  instances  of  apparent  failure  are 
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probably  those  in  which  the  barristerg  do  not  care  about  suooeflBy  but  aie 
content  with  the  income  which  they  receive  from  other  BonroeB  than 
their  profession.  It  is  well  known  that  many  persons  are  called  to  the 
bar  who  have  no  desire  to  liye  by  their  profeesiony  but  who  use  it  aa  a 
mere  excuse  for  idleness.  The  extremely  large  incomes  received  by 
distinguished  barristers  are  the  rewards  of  their  superior  efficiency,  like 
the  higher  wages  of  skilM  workmen  in  other  trades,  but  the  advantages 
derived  &om  superior  skill  are  increased  in  this  case  by  the  peculiar 
custom  of  the  trade,  or  as  it  is  called^  the  "  etiquette  of  the  bar/'  according 
to  which  a  barrister  who  receives  a  brief  in  a  case  which  he  is  unaUe  to 
attend,  may  ask  a  Mend  to  do  his  work  for  him,  but  is  not  expected  to 
give  him  more  than  half  the  fee  at  the  Chancery  Bar,  or  aay  thing  at  all 
at  the  Common  Law  Bar.  These  are  all,  or,  at  least,  the  chief 
circumstances  which  determine  the  different  rates  of  wages  prevailing  in 
different  employments,  and  as  there  are  always  many  people  who  are 
willing  to  change  their  employment,  there  is  a  constant  tendency  to 
bring  down  the  rate  in  each  particular  employment  to  that  which  will 
just  compensate  the  advantages  or  disadvantages  which  it  possesses  when 
compared  with  other  employments. 

As  wages  depend  on  the  efficiency  of  labour,  it  follows  that,  if  the  same 
article  be  produced  in  two  different  districts,  in  the  one  wiUi  a  smaller^ 
and  in  the  other  with  a  larger,  quantity  of  labour,  the  wages  of  the 
labourers  measured  in  that  article  will  be  higher  in  the  former,  and  lower 
in  the  latter  district.  If  the  produce  of  both  districts  be  fient  to  the 
same  market,  it  will  be  sold  at  the  same  price;  and  if  the  cost  of  trans- 
port be  the  same  in  both  cases,  the  rate  of  money-wages  will  be  higher 
in  the  former.  We  may  always  observe  that  different  rates  prevail  in 
different  counties  of  England,  in  different  departments  of  France,  in  dif- 
ferent States  of  Germany,  &c. ;  and  it  would  probably  be  found  on 
inquiry,  that  the  labourers  in  the  more  highly-paid  districts  are  more 
efficient  than  the  others.  In  1870,  for  example,  while  the  rate  of  daily 
wages  in  Dorsetshire  was  If.  87o.,  the  rate  in  Lancashire  was  3f.  120.,  or 
about  66  per  cent,  higher ;  and  this  difference  is  no  doubt  due  to  the 
superior  efficiency  of  the  Lancaahire  labourers.  The  com  produced  in 
both  counties  is  sold  at  the  same,  or  nearly  the  same  price,  for  the 
country  is  now  so  well  provided  with  the  means  of  transport^  that  the 
price  of  com  is  as  nearly  as  possible  the  same  in  every  part  of  it.  If  the 
Lancashire  farmers  who  produced  their  com  with  less  labour,  were  yet 
to  pay  no  more  to  their  labourers,  they  would  make  higher  profits ;  and 
this  would  induce  other  capitalists  to  set  up  as  fEurmers  and  to  offer  the 
labourers  higher  wages,  while  they  contented  themselves  with  the  usual 
rate  of  profit.    A  high  rate  of  wages  once  established  in  any  distiiot 
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tends  to  perpetuate  itself,  einee  it  enables  the  labourers  to  procore  better 
diet  and  greater  oomfort  geuerallj,  which  increases  not  merely  their 
pfaymoal  strength,  but  their  intellectual  capacity  also.  It  has  often  been 
remarked  that  wages  are  higher  in  a  large  city  than  in  the  rural  districtSy 
and  this  is,  no  doubt,  because  a  city  affords  opportunities  for  a  greater 
diyisioii  of  labour  and  consequent  development  of  individual  skill,  which 
both  encourages  the  more  skilful  artisans  to  flock  thither,  and  improves 
their  skill  when  they  have  settled  there.  Mr.  Burnett,  the  able  President 
of  the  Nine  Hours'  League,  which  was  formed  at  Newcastle  in  1871, 
mentioned  in  a  letter  to  the  ''Times,"  that  the  wages  of  engineers  were 
50  per  cent,  higher  at  London  than  in  Newcastle,  being  45f.  and  80f.  a 
week  respectively,  and  expressed  himself  unable  to  understand  how  the 
London  mannlistcturerB  could  compete  with  those  of  Newcastle,  who  not 
only  paid  lower  wages  to  their  men,  but  could  procure  coal  and  iron  at  a 
much  smaller  cost.  I  have  been  informed  that  the  explanation  is  simple, 
and  that  the  London  firms  manufacture  little  or  nothing  in  London,  but 
confine  themselves  to  the  business  of  repairing,  which  requires  greater 
skill  in  the  men  employed,  and  that  whenever  they  are  required  to  make 
a  machine  they  get  it  done  in  the  country.  Thus  the  London  engineers 
receive  higher  wages  because  they  are  more  skilful ;  but  their  superiority 
is  not  sufficient  to  counterbalance  the  advantages  which  Newcastle 
enjoys  from  its  vicinity  to  the  coal  and  iron  mines,  and  the  two  cities 
cannot  and  do  not  compete  on  the  same  ground.  It  is  frequently 
assumed  that  a  country  in  which  money-wages  are  low  can  produce 
commodities  at  a  lower  price  than  a  country  where  they  are  high ;  but  if 
both  oonntries  produce  the  same  conmiodity  for  exportation,  it  will  be 
found  that  the  difference  of  wages  corresponds  to  a  difference  in  the 
efficieicy  of  labour.  As  the  price  at  which  the  products  of  both  coun- 
tries are  sold  is  the  same,  the  rates  of  wages  must  vary,  so  that  the 
value  of  the  commodity  shall  in  each  country  be  in  proportion  to  its  cost 
of  production.  Senior,  accordingly,  has,  in  the  first  of  his  '•  Lectures  on 
theOost  of  Obtaining  Money,"  shown  that  the  different  rates  of  wages 
prevailing  in  the  United  States,  England,  and  India,  result  from  differ- 
^Dfxs  in  the  productiveness  of  labour  in  those  three  countries;  the  first 
of  which  received  most  silver  from  Mexico  in  return  for  its  labour, 
because  its  labour  was  the  most  productive,  and  the  last  received  least  for 
the  contrary  reason.  His  theory,  which  was  arrived  at  by  a  process  of 
abstract  reasoning,  has  recently  received  a  most  striking  confirmation  in 
some  facts  brought  to  light  by  Mr.  T.  Brassey  in  his  pamphlet  on 
"Trades  Unions  and  the  Cost  of  Labour." ♦ 

*  "Trades  Unions  and  the  Cost  of  Labour."  Speech  delivered  by  Thomas 
Brassey,  Jan.,  H.P.,  in  the  House  of  Commons,  7th  July,  1869.  With  additional 
8tati8ti<»l  details.    London :  Longmans,  Oreen,  and  Co.,  1870« 
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This  pamphlet  has  now  been  expanded  intx)  his  well-known  book  on 
Work  and  Wages^  which  contains  a  remarkable  amonnt  of  information, 
and  I  have  great  pleasure  in  finding  that  Mr.  Brassey's  6onclnsionB  are 
in  perfect  harmony  with  mine,  though  arriyed  at  in  a  totaUy  different 
way.  He  tells  us  that  the  experience  of  his  fietther,  the  eminent  con- 
tractor^ as  well  as  of  others  in  the  same  line  of  businees,  shows  that  the 
same  sum  of  money  has  to  be  paid  to  the  labourers  who  make  a  given 
portion  of  a  railway,  as,  for  instance,  a  kilometre,  in  all  the  cotintriesof 
Western  Europe,  as  is  paid  in  England,  although  the  rates  of  wages  paid 
in  these  countries  agree  neither  with  the  English  rate  nor  with  one 
another.  Even  in  India,  where  the  coolies  received  only  45c.  or  62c.  a 
day,  or  not  more  than  a  fifth  of  the  rate  commonly  paid  in  England,  it 
was  found  that  the  construction  of  a  railway  cost  as  much  per  kilometre 
as  in  this  country.  Though  the  actual  sum  paid  to  the  coolies  for  the 
same  amount  of  work  was  somewhat  less,  yet  they  required  so  much 
supervision  that  the  total  expense  was  the  same.  Mr.  B.  Torrens,  writing 
to  the  "Times"  in  the  course  of  1872,  and  referring  to  Mr.  Brassey's 
opinion  that  the  "  Cost  of  Labour,''  or  price  paid  for  a  given  amount  of 
work  is  the  same  all  the  world  over,  says  that  his  own  experience  in 
Australia  testifies  to  the  same  fact,  and  that  though  the  rate  of  wages  in 
South  Australia  was  two  or  three  times  as  high  as  in  England,  he  found 
that  he  had  not  to  pay  more  for  trenching  an  equal  space  of  ground  in 
the  former  country  than  in  the  latter.  These  statements  may  serve  to  give 
a  clear  idea  of  the  meaning  of  the  proposition  that  wages  vary  in  dif- 
ferent countries  according  to  the  efficiency  of  labour.  The  wages  of 
common  labourers  are  five  times  as  high  in  England  as  in  India,  because 
an  English  labourer  does  five  times  as  much  work  in  the  same  time  as  a 
Hindoo,  when  employed  in  work  of  the  same  kind.  Thus  an  examina- 
tion of  the  diflferences  between  the  rates  prevailing  in  different  employ- 
ments and  different  places  confirms  the  general  principle  that  the  reward 
of  labour  is  proportioned  to  its  efficiency,  though  this  reward  does  not 
always  take  the  form  of  money,  but  may  consist  in  public  esteem  or  the 
internal  satis&ction  enjoyed  by  the  labourer  himself.  Mr.  Buskin  desires 
that  the  Government  should  determine  each  year  how  much  each  kind  of 
labour  is  worth,  and  that  the  labourers  should  be  paid  accordingly;  but 
this  is  the  very  state  of  things  which  free  competition  is  constantly  taid- 
ing  to  bring  about  with  as  much^  if  not  more  certainty  than  any  official 
regulations  could  possibly  do. 
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GiUaS  OF  FBOFIT — ^EATB  OF  PROFIT  IN  DIFFEBBHT  TEADE&— PBEItAK- 

BKCB  OF  THE  EATB  OF  PROFIT — ^PROFIT  IN  DIFFERENT  COUNTRIES — 

8LAVBBY  AND  COOLIE  LABOUR— MONOPOLY— B00IAU8M. 

By  the  term  '^  profit "  ifi  oommonly  understood  the  difference  between 
the  price  at  which  a  tradesman  bays  his  goods  and  that  at  which  he  sells 
them ;  bnt  this  addition  is  in  part  necessary,  in  order  to  pay  the  wages 
of  those  whom  he  employs  in  serving  in  his  shop,  and  in  conveying  the 
goods  to  the  cnstomers'  houses,  and,  even  after  this  has  been  allowed 
for,  the  balance  which  remains  in  his  hands  after  paying  all  the  expenses 
of  his  business,  and  which  is  called  his  net  profit,  is  in  great  part  the 
wages  which  are  due  to  him  for  his  labour  in  working  at,  or  at  least 
saperintending,  his  business.  It  is  not  all  wages,  as  is  shown  by  the  &ct 
that  many  persons  derive  an  income  from  a  business  to  which  they 
contribute  no  labour  whatever,  but  in  which  they  have  invested  a  sum  of 
money,  as  is  notably  the  case  with  shareholders  in  Joint  Stock  Companies. 
The  economic  problem  now  before  us  is,  therefore,  to  discover  the  reason 
why  certain  persons  should  be  able  to  obtain  a  share  in  the  product  of 
industry  without  undergoing  any  of  the  fatigue  to  which  labourers  are 
obliged  to  submit.  It  is  only  in  Joint  Stock  Companies  that  the 
different  elements  of  which  trade  profits  consist  are  kept  clearly  distinct, 
but  the  same  law  which  determines  the  dividends  to  be  paid  by  a  railway 
company  determines  also  the  average  gains  of  individual  farmers  and 
bakers,  though  its  operation  is,  in  the  latter  case,  somewhat  obscure. 
Popular  language  speaks  of  a  tradesman  as  making  so  much  per  cent,  on 
the  capital  or  on  the  money  which  he  has  invested  in  his  business ;  but 
it  is  obvious  that  if  he  peiforms  some  of  the  labour  required,  part  of  his 
receipts  must  be  considered  as  wages,  since  he  would  have  to  pay  another 
person  to  perform  it  if  he  did  not  do  it  himself.  If  a  tradesman  has  in- 
vested the  sum  of  ten  thousand  francs  in  liis  business,  and  if  he  finds  at  the 
end  of  the  year  that  he  possesses  fourteen  thousand  fhmcs,  he  is  said  to 
have  made  a  profit  of  four  thousand  francs,  or  forty  per  cent.,  but  of  this 
sum  three  thousand  francs  are  not  more  than  the  wages  which  he  might 
earn  by  placing  his  skill  and  industry  at  the  disposal  of  another,  and  the 
remaining  one  thousand  francs  are  no  more  than  ten  per  cent,  on  his 
mon^.  It  is  unnecessary  to  explain  further  than  has  been  already  done 
the  causes  which  determine  the  different  rates  of  wages  prevaihng  in 
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different  employmentB,  and  in  tlie  example  jnst  given  it  is  only  ihe  ten 
per  cent,  profit  which  has  to  be  explained.  It  is  equally  nnnecessary  to 
do  more  than  mention  the  fact  that  a  tradesman  most  add  something  to 
the  price  of  his  goodsan  order  to  cover  his  losses  incurred  in  the  caK  of 
goods  which  are  six>ilt  or  lost  before  he  can  sell  them,  or  of  those  which 
are  sold  to  cnstomers  who  fail  to  pay*  for  them.  Sach  a  compensation  is 
necessary  in  order  that  the  value  of  his  whole  stock  may  correspond  to 
the  amount  of  labour  which  has  been  expended  on  the  whole  of  it. 
Setting  aside  the  wages  of  superintendence,  and  what  may  be  called 
insurance  against  risk,  there  remains  a  further  sum  to  whicli  alone  the 
name  of  profit  will  be  henceforth  restricted,  which  is  due  to  the  person 
or  persons  who  provide  the  money  with  which  the  business  is  conducted, 
and  the  ratio  which  this  sum  bears  to  the  whole  sum  invested  will  be 
called  the  rate  of  profit.  Some  writers  prefer  to  give  it  the  name  of 
interest,  but  it  appears  to  me  to  be  more  convenient  to  confine  thelatter 
name  to  the  payments  made  by  debtors  in  respect  of  money  lent  to  them, 
and  the  causes  on  which  the  rate  of  interest  depends  will  be  more  par- 
ticularly examined  in  a  future  chapter. 

Mill  considers  that  the  existence  of  profit  is  due  to  the  fact  that 
human  beings  produce  more  in  a  given  time  than  they  consume  in  the 
same  time,  but  though  this  fact  renders  profit  possible,  since,  if  labourers 
produced  no  more  than  they  consumed,  no  one  else  could  obtain  any- 
thing  at  all,  it  is  not  sufficient  to  explain  why  the  labourers  should  pad) 
with  a  portion  of  what  they  produce  without  receiving  anything  in 
exchange.  Labourers  might  be  able  to  produce  six  hectolitres  of  wheat 
in  a  year,  while  only  consuming  four  hectolitres^  but  though  this  would 
enable  them  to  save  and  to  make  some  provision  for  old  age,  or  sickness, 
it  would  not  enable  one  who  had  accumulated  a  stock  of  com  to  increase 
it  by  employing  others  to  labour  for  him  and  obtaining  his  old  stock 
back  again,  together  with  an  addition.  He  could  not  give  a  labourer 
four  hectolitres  a  year,  and  take  the  six  which  the  latter  produced,  for 
the  rate  of  wages  depends  not  on  the  labourer's  wants,  but  on  his  power 
of  production,  and  a  labourer  who  could  produce  six  for  himself  would 
not  consent  to  do  a  year's  labour  for  the  sake  of  four  only,  since  this 
would  be  doing  more  labour  when  less  would  suffice. 

Mr.  Jevons  suggests  a  more  satisfactory  explanation,  vis.:  that 
profit  is  obtained  because  the  assistance  of  capital  renders  labour  more 
productive.  If  two  men  engage  in  agriculture,  or  any  kind  of  manu- 
facture without  the  assistance  of  tools,  they  produce  less  than  if  one 
constructs  some  useful  tools,  and  the  other  employs  them ;  but  in  order 
that  one  may  devote  himself  for  a  length  of  time  to  the  construction  of 
tools,  it  is  necessary  that  he  or  some  one  else  should  save  up  a  store  of 
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food  Oil  whidL  he  may  sobast ;  and,  aa  the  name  of  capital  haa  been 
lesteictod  to  the  food  and  other  neoeasariea  conaomed  by  laboarersy  it 
may  be  said  that  the  owners  of  capital  are  able  to  obtain  a  profit, 
beoBoae  capital  increaeea  the  prodactiveneM  of  labour.  They  desire  to 
obtain  it,  becanae  the  saving  of  capital  implies  the  exercise  of  abstinence, 
as  the  c^>italiBt6  might  have  exchanged  it  for  other  things  for  their  own 
inmiediate  conaomption ;  but  if  they  forego  this  enjoyment  in  order  to 
prodace  commodities  for  other  people,  they  require  some  compensation 
for  the  sacrifice  to  which  they  submit.  The  extent  of  the  sacrifice 
yaries  according  to  the  length  of  time  for  which  it  is  practised,  and  to 
the  amount  of  the  capital  which  the  owners  abstain  from  using ;  and  the 
rate  of  profit  accordingly  is  said  to  be  so  much  per  cent,  per  annum. 
Thitt,  aa  wages  owe  their  existence  to  the  fact  that  labour  is  productive, 
and  at  the  same  time,  irksome,  so  profit  is  obtained  because  capital  is 
productive,  and,  at  the  same  time,  abstinence  fix)m  the  enjoyment  of 
capital  is  irksome.  The  rate  of  profit,  like  the  rate  of  wages,  varies 
with  different  individuals,  and  as  it  is  not  like  wages,  the  result  of  a 
bargain,  it  ia  not  easy  to  determine  its  amount,  nor  even  to  discover 
what  ia  the  average  rate  prevailing  in  any  country,  but  I  shall  assume 
th|t  it  ia  5  per  cent.,  which  rate  I  select,  because,  althou^  there  are 
many  companies  which  realize  much  more  than  this,  the  shares  of  those 
wbidh  do  so  generally  rise  to  a  premium,  thus  showing  that  the  higher  rate 
is  an  exception,  and  not  the  rule.  As  wages  had  their  origin  in  the 
oomm^cement  of  industry,  so  profit  began  with  the  accumulation  of 
capital  If  we  suppose  that  before  the  introduction  of  agriculture  a 
man  could  gather  10  hectolitres  of  wild  wheat,  and  that  the  first  who 
sowed  the  grain  procured  10^  hectolitres  in  the  same  space  of  time,  it 
would  explain  why  the  person  who  saved  up  the  10  hectolitres,  on  which 
he  subsisted  while  he  was  ploughing  and  sowing  the  ground,  should 
receive  50  litres  more  than  any  other  labourer,  and  if  he  saved  enough 
to  maintain  another  person  for  the  whole  year  he  could  obtain  50  litres  for 
himself,  which  would  be  a  profit  of  5  per  cent.  The  labourer  so  employed 
would  not  be  able  to  demand  more  than  the  10  hectolitres  which  he  could 
gaUier  for  himself  while  subsisting  on  wild  com  alone,  but  if  he  desired 
to  cultivate  the  ground  he  could  only  do  so  after  practising  the  same 
abstinence  as  his  employer  had  formerly  done,  and  the  additional 
quantity  which  he  would  then  receive  would  be  not  wages,  but  profit. 
If  it  had  once  become  usual  for  capitalists  to  receive  5  per  cent,  profit, 
then  a  diflcoveiy  which  should  enable  fiurmers,  by  the  assistance  of 
machineiy,  or  in  some  other  way,  to  increase  the  product  by  20  or  25 
per  cent.,  would  not  raise  the  rate  of  profit,  but  would  diminish  the 
ndae  of  com  or  of  other  produce.    Aa  it  would  be  open  to  everyone  to 
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make  use  of  the  discoverj^  the  labourers  would  be  able  to  save  up  the 
necessary  quantity  of  food  and  obtain  a  larger  yield,  and  the  capitalists 
would  be  obliged  to  content  themselves  with  the  same  rate  of  profit  aa 
before.  Abstinence  would  be  no  more  irksome  than  it  was  before,  and 
people  would  still  be  willing  to  practise  it  for  the  same  reward,  but 
labour  would  have  become  more  productive,  and  would  ^  better 
rewarded.  It  must  not,  however,  be  supposed  that  the  labourers  alone 
would  receive  all  the  benefit  of  the  improvement,  and  that  the  capitalists 
would  gain  nothing,  for  though  the  rate  of  profit  would  remain 
stationary,  the  absolute  amount  of  com  received  by  the  capitalistB  would 
be  increased.  Suppose  the  effect  of  the  discovery  to  be  that  the  labour 
of  each  man  produces  12.6  hectolitres  instead  of  10.5,  the  rate  of  wages 
will  then  rise  from  10  to  12  hectolitres,  and  the  capitalist's  profit  will  be 
60  litres  on  a  capital  of  1,200,  while  a  capital  of  1,200  will  be  the 
product  of  no  more  abstinence  than  that  of  1,000  had  formerly  been, 
since  the  accumulation  of  each  has  required  the  saving  of  the  whole 
result  of  a  year's  labour.  Ten  hectolitres  would  yield  50  litres  as  they 
had  done  before,  but  to  save  up  ten .  hectolitres  a  man  would  only  be 
required  to  save  ten  months'  wages  instead  of  a  whole  year's  wages  as 
had  before  been  necessary,  and  thus  a  smaller  amount  of  privation  would 
obtain  the  same  reward  as  a  larger  amount  had  formerly  done. 
Capitalists  would,  like  labourers,  benefit  by  the  fall  in  the  value  of  com 
to  the  extent  to  which  they  were  consumers  of  that  article ;  the  one 
would  obtain  the  same  quantity  of  com  Tvith  less  abstinence,  and  die 
other  with  less  labour.  If  any  scheme  were  proposed  by  which  the  rate 
of  profit  would  be  reduced,  it  would  of  course  be  abandoned,  since  the 
possessors  of  capital  would  prefer  to  pursue  the  old  practice,  which  would 
bring  them  in  5  per  cent.,  and  no  one  of  their  number  would  have  any 
motive  to  accept  a  lower  rate,  since  it  would  entail  submitting  to  a 
greater  sacrifice  when  a  less  would  suffice. 

Whether  the  rate  of  profit  be  5  per  cent,  or  some  other  rate,  it  must 
at  all  events  be  the  same  in  all  other  trades  as  in  agriculture.  If  a 
capitalist  can  obtain  5  per  cent,  by  employing  his  capital  in  maintaining 
agricultural  labourers,  he  will  not  be  content  with  less  if  he  employs  it 
in  any  other  trade.  As  it  is  not  usual  for  an  employer  to  provide  his 
labourers  with  food  directly,  but,  .on  the  contrary,  to  pay  their  wages  in 
money  with  which  they  can  procure  food  for  themselves,  the  money 
which  he  employs  represents  his  capital,  and  the  money  which  he 
receives,  after  paying  all  expenses,  is  his  profit,  and  bears  the  same 
proportion  to  the  former  sum  as  the  com  which  he  would  receive  if  he 
himself  provided  the  capital  with  which  his  labourers  were  maintained. 
It  is  impossible  that  any  occupation  which  does  not  consist  in  proonring 
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food  should  become  the  sole  biifliness  of  any  person^  unless  the  capital  on 
which  he  subsistB  has  been  aocomnlated  by  himself  or  others,  and  if 
society  requires  that  some  individuals  should  devote  themselves  to  trade 
or  manu&ctures  for  the  benefit  of  the  rest,  the  latter  must  consent  to 
exchange  the  products  of  their  industry  on  such  termfl  that  those  who 
fhniish  the»capital,  or  the  money  with  which  trade  and  manu&ctures  are 
carried  on,  shall  obtain  the  same  rate  of  profit  as  the  fiurmers.  When  an 
article  has  to  pass  through  several  hands  in  order  to  undergo  several 
processes  of  monu&cture,  the  value  of  the  final  product  must  be  suffideit 
to  compensate  the  abstinence  which  has  been  exerted  by  all  those 
through  whose  hands  it  has  passed,  so  that  the  cotton-planter,  the  cotton- 
spinner,  the  weaver,  and  the  tradesman,  for  instance,  may  each  receive 
fifty  francs  for  every  thousand  which  each  has  invested  in  his  business. 
Of  oouise,  as  a  matter-of-fact,  all  people  do  not  obtam  the  same  rate  of 
profit,  nor  does  the  same  person  obtain  the  same  profit  every  year,  but 
these  differences  arise  from  differences  of  personal  character  or  local 
circumstances,  but  if  any  one  trade  is  so  situated  as  to  hold  out  an 
expectation  of  more  than  the  usual  profit  to  persons  of  average  abilities, 
this  will  induce  more  persons  to  enter  that  trade,  or  those  who  are 
abeady  engaged  in  it  to  bring  more  capital  into  it ;  and  this  competition 
will  compel  the  whole  body  of  persons  engaged  in  it  to  lower  their  prices, 
and  by  so  doing  to  reduce  their  profits  to  the  ordinary  rate. 

Even  if  the  competition  of  the  capitalists  were  not  sufficient  to  do  this, 
there  is  another  force  working  to  the  same  end.  The  labourers  employed 
in  the  trade,  seeing  that  their  masters  were  obtaining  higher  profits,  would 
require  higher  wages,  and,  if  these  were  conceded,  the  rate  of  profit  would 
be  thereby  reduced,  while,  if  they  were  not,  the  employers  would  be 
obliged  either  to  submit  to  the  loss  consequent  on  a  strike,  or  to  reduce 
their  prices.  A  single  railway  company  may  pay  10  per  cent,  while  most 
others  are  only  paying  5  per  cent.,  but  a  railway  is  such  an  ezpeusive 
article,  and  one  which  requires  so  long  to  construct,  that  a  company 
niay  obtain  10  per  cent  for  some  years  before  any  one  thinks  it  worth 
while  to  construct  another  connecting  the  same  places.  The  employ6s  of 
a  railway  company  .which  is  paying  unusually  high  dividends  cannot 
obtain  a  rise  of  wages  by  the  threat  of  a  strike,  for  the  other  companies 
cannot  afford  to  give  more,  and  the  men  must,  therefore,  content  them- 
selves with  the  usual  wages ;  but  if  they  all  paid  10  per  cent,  they  would 
be  obliged  to  reduce  their  fares,  or  else  so  many  new  railways  would  be 
started  as  materially  to  interfere  with  the  business  of  the  old  companies. 
Even  when  a  company  is  so  favourably  circumstanced  as  to  be  able  to 
pay  high  dividends,  and  the  Qovemment  wiQ  not  allow  a  competing 
railway  to  be  constructed,  the  benefit  of  the  high  profit  is  only  received 
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by  the  origmal  BhareholdeiSy  and  the  shares  rise  to  a  premium,  so  that 
those  who  afterwards  invest  in  them  cannot  obtain  much  more  than  the 
usnal  rate  of  profit.  The  same  thing  happens  with  Joint  Stock  Banks, 
snch  as  the  London  and  Westminster  Bank,  which  pay  20  per  cent.,  but 
which  cannot  be  compelled  by  competition  to  redace  their  profita  by 
giving  more  £ftvourable  terms  to  their  costomers. 

It  is,  indeed,  open  to  every  one  to  establish  a  new  Joint  Stock  Baak^ 
but,  as  the  chief  object  of  a  bank  is  to  provide  secnrity  for  its  depo»- 
itorsy  an  old-established  bank  has  always  a  great  advantage  over  its 
yonnger  rivals,  and  it  is  difficult  for  them  to  draw  away  custom  finom  it, 
but  its  shares  rise  to  a  premium.  The  business  of  a  bank  may  not 
always  admit  of  an  increase  of  its  capital,  for  its  profits  depend  mach 
more  on  the  amount  of  its  deposits  than  on  that  of  its  paid-up  ci^ital ; 
and  the  former  may  increase  or  decrease  considerably,  while  the  latter 
remains  stationary.  The  Bank  of  England  does  not  pay  such  lastge 
dividends  as  the  London  and  Westminster  Bank,  chiefly  because  tbe 
capital  of  the  former  (862,500,000f.)  is  much  larger  than  the  business 
requires,  and  if  one  third  of  this  sum  were  returned  to  the  propiietois 
the  absolute  profit  might  be  hardly  at  all  diminished,  while  the  rate  of 
profit  would  of  course  be  increased*  When,  on  the  other  hand,  a  oom- 
pany  is  unfoHunate,  and  its  dividends  fall  below  the  usual  rate,  the  price 
of  its  shares  also  Ms ;  and  here  again  there  is  a  tendency  to  uniformity 
in  the  cote  of  profit  on  all  investments.  Not  only  is  it  seen  that  different 
persons  obtahi  different  rates  of  profit,  but  it  also  seems  that  the  rates 
are  permanently  different  in  different  trades.  Adam  Smith,  however, 
has  shown'  that  these  differences  are  only  apparent,  and  that  the  high 
profits  said  to  be  obtained  in  some  trades  are  in  reality  no  more  than 
the  wages  of  those  who  work  at  them.  A  country  grocer,  he  says,  makes 
a  much  higher  profit  than  a  merchant  in  a  large  town;  but,  if  we 
deduct  firom  the  so-called  profit  of  the  former  the  sum  which  is  due  to 
him  as  a  skilled  labourer  who  is  able  to  keep  accounts  and  who  is  a 
competent  judge  of  many  different  kinds  of  goods,  we  shall  find  that  his 
profit  is  not  greater  than  that  of  the  latter.  Adam  Smith  explains  in 
the  same  way  the  large  returns  which  a  small  sum  of  money  will  pro* 
duce  when  invested  in  a  publichouse,  a  great  deal  of  it  being  a  compen- 
sation to  the  landlord  for  the  disagreeable  nature  of  his  business.  Senior, 
too,  says,  that  no  class  makes  a  higher  profit  in  the  ordinary  sense  of 
the  word  than  the  apple^women  of  our  streets,  who  realise  20  pw  cent, 
per  diem,  or  about  7,000  per  cent  per  annum ;  but,  though  this  sounds 
enormous,  yet,  as  th^  whole  stock  is  hardly  worth  more  than  6£,  they 
do  not  earn  more  than  If.  20c.  a  day,  which  is  a  very  low  rate  of  wages^ 
and  their  real  profit  should  be  considered  as  amounting  practically  to. 
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ikothifig.  There  is,  of  couibc,  no  tendency  towards  an  effacement  of 
the  differences  which  exist  between  different  trades  in  respect  to  the 
greater  or  leas  comfort  enjoyed  by  those  who  superintend  them;  but 
there  u  a  constant  tendency  towards  the  establishment  of  an  nnifonn 
nte  of  profit  on  the  inyestment  of  money  in  whatever  mode  it  is 
eflbcted.  4f  pnblichonses,  grocers'  shops,  and  all  other  industrial  con- 
cerns were  carried  on  by  Joint  Stock  Companies,  it  is  evident  that,  as 
no  (me  would  have  any  inducement  to  invest  in  those  which  paid  less 
than  the  others,  an  uniformity  of  profits  would  be  brought  about,  either 
by  the  abandonment  of  the  less  successful  undertakingcf,  or  by  corre- 
sponding  alterations  in  the  prices  of  the  shares.  But  it  may  be  thought 
ttiat  as  trade  is  at  present  chiefly  carried  on  by  private  individuals,  the 
amount  of  whose  profit  is  scarcely  known  to  themselves,  and  not  at  all  to 
then:  nagfabonrs,  there  is  no  reason  why  a  high  rate  prevailing  in  any 
one  trade  should  attract  more  capital  into  it.  But,  although  the  amount 
of  a  tradesman's  profit  is  not  known  to  his  neighbours,  yet,  when  a  par- 
ticular trade  is  more  than  usually  profitable  to  those  engaged  in  it,  the 
&ct  must  be  obvious  (o  these  at  least,  and  they  will  do  their  best  to 
extend  their  operations,  and  they  will  take  their  relations  or  their  friends 
into  partnership,  or  some  of  them  will  take  the  opportunity  of  starting 
ftesh  concerns.  Some  of  them  borrow  firom  bankers  or  other  money- 
lenders, and  some  employ  their  savings  in  extending  their  business,  and 
thm  they  cause  more  capital  to  be  employed  in  maintaining  the  labourers 
who  are  directly  engaged  in  the  trade,  or  those  who  produce  the  materials 
or  instruments  which  are  required  in  it,  and  in  one  or  other  of  these 
wajB  a  larger  amount  of  capital  comes  to  be  employed  in  producing  the 
artides  which  bring  in  a  more  than  usual  profit,  and  the  eagerness  of  the 
competing  traders  to  take  advantage  of  the  opportunity  reduces  the  rate 
of  profit  to  its  former  level,  either  by  compelling  them  to  reduce  their 
pnces,  or  by  inducing  them  to  produce  the  articles  at  a  greater  cost, 
though  aellibg  them  at  the  same  price.  When  a  trade  is  unfortunate, 
the  process  is  reversed ;  those  who  are  engaged  in  it  contract  their 
fXfmtioDB — they  borrow  less  firom  bankersr-they  dismiss  their  labourers 
-«Rne  of  the  less  successful  abandon  the  trade,  or  they  M,  or  die,  and 
their  place  is  not  occupied  by  others ;  and  in  one  or  other  of  these  ways 
leaa  capital  comes  to  be  employed  directly  or  indirectly  in  producing 
Qnm  artides  which  are  no  longer  profitable.  The  length  of  time  which 
18  leqmred  for  either  of  these  processes  is  of  course  a  matter  of  uncer- 
tably,  but  it  is  evident  that  a  trade  which  is  known  to  be  unprofitable 
nuttt  deelme,  and  that  one  which  is  known  to  be  advantageous  must 
flonriah  and  extend  itself;  and  if  it  cannot  be  said  with  perfect  accuracy 
that  at  any  one  moment  the  rate  of  profit  is  actually  the  same  in  all 
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trades,  it  maj,  at  least,  be  said  that  the  rate  is  always  tending  to  uni- 
formity. The  high  dividends  which  are  sometimes  paid  by  mining  com- 
panies do  not  in  any  way  militate  against  the  truth  of  this  proposition, 
for  they  are  quite  exceptional^  and  the  disposition  of  the  veins  of  metal 
is  so  irregular,  that  the  success  of  one  mine  says  nothing  for  the  success  of 
another  in  the  same  district,  and  competition  cannot  reduce  the  profits  of 
the  most  successful  The  business  of  mining,  though  it  affords  a  prospect 
of  great  success,  affords  also  a  prospect  of  disastrous  faQure ;  and,  if  the 
losses  are  set  off  against  the  gains,  it  will  probably  be  found  that  it  is 
not,  on  the  average,  more  profitable  than  other  trades,  and  does  not  hold 
out  a  greater  inducement  to  prudent  capitalists  to  invest  in  it. 

As  the  rate  of  profit  in  all  other  trades  is  the  same  as  that  which 
prevails  in  agriculture,  it  follows  that,  if  the  rate  is  always  the  same  in 
that  employment,  it  must  be  permanent  in  all  other  trades  also,  and 
that,  if  there  is  a  general  rise  or  fall  in  the  rate,  the  variation  must  be 
manifested  in  agriculture.    The  surplus  which  remains  in  a  &rmer'8 
hands  after  paying  his  labourers  does  not,  in  every  case,  bear  the  same 
proportion  to  the  capital  employed,  but  varies  according  to  the  fertility 
or  poverty  of  the  land.    As  the  labourers'  wages  are  determined  by  the 
productiveness  of  labour  on  the  *^  margin  of  cultivation,"  which  is,  as 
previously  explained,  the  worst  land  permanently  cultivated,  so   the 
feumer's  profit  is  that  which  is  yielded  on  the  same  margin  of  cultiva- 
tion, and  the  rate  cannot  fall  below  this  point  as  long  as  equally  good 
land  remains  for  a  farmer  to  take  into  cultivation.    If  a  considerable 
extent  of  land  more  fertile  than  the  worst  previously  cultivated  shonld 
be  discovered,  much 'inferior  land  would  be  suffered  to  go  out  of  colti- 
vation,  and  the  value  of  com  would  M,  but  the  rate  of  profit  would 
not  rise,  since  nothing  would  have  happened  to  make  abstinence  more 
irksome  than  before.    If,  on  the  other  hand,  cultivation  could  not  be 
extended  without  resorting  to  poorer  soils  it  would  not  be  extended  at 
all,  and  the  population  of  the  country  would  remain  stationary.    If  the 
labour  of  the  agricultural  classes  were  suflBdently  productive  to  main- 
tain other  classes  besides  themselves,  a  capitalist  could  obtain  the  same 
rate  of  profit  by 'devoting  himself  to  trade  or  manufactures  as  by  prac- 
tising agriculture,  and  he  would  have  no  motive  to  cultivate  a  barren 
soil  and  receive  a  lower  profit,  when  he  could  obtain  the  usual  rate  by 
setting  up  as  a  builder  or  a  tailor.    If  the  community  were  wholly 
agricultural  there  would,  in  like  manner,  be  no  motive  to  cultivate  land 
which  would  not  yield  the  ordinary  profit,  so  that  in  either  case  the  rate 
would  remain  stationary.    In  this  latter  case,  indeed,  if  some  capital 
were  produced  which  was  not  required  for  the  purpose  of  maintaining 
the  labourers  already  employed  in  agriculture,  the  &ct  would  be  a 
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sofScient  cause  for  the  efitablishment  of  a  mannfacturey  and  the  oom- 
monitj  would  cease  to  be  purely  agricaltnral.    Suppose^  for  instance, 
the  ordinary  rate  of  wages  was  40  hectolitres  of  wheat  per  annum  for 
each  man,  and  the  profit  of  the  capitalist  amounted  to  2  hectolitres  for 
each  man  employed,  and  some   improvement  in  agriculture  should 
increase  the  capital  of  the  country  by  4,000  hectolitres,  but  that  the 
country  did  not  contain  any  unoccupied  land  on  which  the  labour  of 
100  men  could  produce  4,200  hectolitres.    In  such  a  case  it  would 
obviously  be.  the  interest  of  the  possessors  of  this  capital  to  employ  the 
people  whom  it  would  maintain  in  producing  furniture,  or  clothing,  or 
some  other  thing  to  be  exchanged  with  the  farmers  for  their  com,  and 
if  they  employed  their  capital  in  this  way  they  could  exchange  their 
goods,  which  would  be  the  product  of  the  labour  of  100  men,  for  as 
much  com  as  100  men  had  produced,  and  their  rate  of  profit  would  be 
tlie  same  as  that  of  the  farmers.    The  latter  would  be  obliged  to  consent 
to  these  terms,  for  if  they  did  not  they  would  have  to  withdraw  a 
portion  of  their  capital  from  agriculture,  and  employ  some  men  in  pro- 
dacing  clothing  or  other  articles  for  their  own  use,  and  would  thus  lose 
the  profit  which  they  formerly  received  on  that  portion  of  their  capital, 
while  they  would  leave  some  land  unoccupied  which  would  be  taken  by 
the  capitalists  who  were  seeking  for  an  investment,  and  who  would 
obtain  the  same  rate  of  profit  as  the  farmers  had  formerly  done.    Thus 
it  would  be  the  interest  of  both  parties  to  exchange  their  goods  on  such 
terms  that  both  could  obtain  the  same  rate  of  profit.     Agricultural 
profit  cannot  fall  unless  recourse  is  had  to  poorer  land,  but  such  land 
will  never  be  cultivated,  since  capitalists  can  never  be  willing  to  submit 
to  a  fall  of  profit ;  and  the  very  meaning  of  the  expression  that  some 
land  is  not  worth  cultivating,  is,  that  it  will  not  yield  the  ordinary  profit 
to  the  farmer  who  should  attempt  to  reclaim  it.    It  appears,  then,  that 
the  rate  of  profit  is  stationary  in  agriculture,  and,  consequently,  in  all 
other  trades  j  and  that  whatever  rate  be  established  in  an  early  stage  of 
society,  it  must  remain  the  same  throughout  its  subsequent  develop* 
ment.    This  theory,  however,  is  in  opposition  to  the  unanimous  opinion 
of  all  other  Political  Economists,  who  maintain  that  there  is  a  constant 
&11  of  profit  as  society  advances ;  and  the  reasons  which  have  induced 
them  to  adopt  this  conclusion  must  now  be  examined.    The  principal 
of  these  appears  to  be  the  fact  that  there  is  a  constant  tendency  to  a  fall 
in  the  rate  of  interest  on  loans,  which  they  consider  as  a  sufficient  proof 
that  the  rate  of  profit  faUs  likewise,  because  they  think  that  no  one  wiU 
pay  more  for  the  use  of  money  than  he  can  make  by  employing  it  on 
his  own  account,  and  that,  therefore,  the  rate  of  interest  and  the  rate  of 
profit  must  be  exactly  or  nearly  identical.    Babbage  goes  so  &r  as  to 
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say  that  we  can  always  aficertain  the  rate  of  profit  in  England  by  refer- 
ence to  the  price  of  Congolfl ;  so  that  when,  for  instance,  Oonsola  are  at 
par,  the  rate  of  profit  is  8  per  cent.,  and  when  they  are  at  75,  the  rate  of 
profit  is  4  per  cent.,  &c«  That  eminent  philosopher,  the  late  Mr,  Budde, 
haa  assumed,  as  a  matter  not  admitting  of  question,  that  the  rate  of 
interest  affords  a  measure  of  the  rate  of  profit,  and  that  profit  was  high 
in  India  in  ancient  times  because  interest  ranged  from  15  to  60  per 
cent.  He  says :  "  Inasmuch  as  the  wealth  of  a  country  can  only  be 
divided  into  wages,  rent,  profit,  and  interest,  and  inasmudb  as  itUeirmt  it 
on  an  average  an  exact  meaeuire  of  praflte,  it  follows  that,  if  among  any 
people  rent  and  interest  are  both  high,  wages  must  be  low."  * 

In  a  note  to  the  words  which  I  have  italicised.  Buckle  admits  that  the 
rate  of  interest  is  affected  by  the  degree  of  security  which  a  society 
enjoys,  but  he  does  not  seem  inclined  to  attach  much  importance  to  this 
&ct.  In  a  country  where  the  creditor  has  but  a  small  chance  of 
recoTcring  his  property,  either  in  consequence  of  the  general  dishonesty 
of  the  people,  or  of  the  insecurity  of  property  produced  by  a  bad  or  a 
weak  goTemment,  he  must  require  a  higher  rate  of  interest  in  order  to 
compensate  for  the  risk  which  he  runs  of  losing  his  property  altogether; 
but  it  does  not  follow  that  either  money-lenders  or  other  persons  obtain 
larger  net  paofits  than  they  would  in  a  country  in  which  credit  was  more 
stable.  As  society  advances,  the  authority  of  law  is  ever  becoming 
stronger,  and  more  efficient  protection  is  afforded  to  the  creditor ;  and 
the  benefits  which  honesty  confers  upon  commerce  being  more  and  more 
recognised,  people  become  by  degrees  more  willing  to  lend  their  money 
to  others,  and,  as  they  believe  themselves  to  incur,  and  actually  do  incur, 
less  risk  of  losing  it,  they  are  content  with  a  lower  rate  of  interest.  In 
those  cases,  indeed,  in  which  the  borrower  has  no  security  to  offer,  the 
rates  are  still,  and  will  always  remain,  enormous ;  and  it  is  said  that  the 
impostor  who  a  few  years  ago  laid  daim  to  the  Tichbome  estate 
promised  to  pay  interest  at  the  rate  of  800  per  cent,  on  the  money  which 
he  borrowed  for  the  purpose  of  carrying  on  the  lawsuit,  which,  of  course, 
could  only  have  been  paid  if  the  suit  had  been  decided  in  his  favour. 
The  general  security  of  property  tends  also  to  reduce  the  rate  of  interest 
in  another  and  more  important  way,  by  giving  rise  to  the  institution  of 
banking.  While  people  have  but  little  confidence  in  one  another,  no 
one  will  deposit  his  spare  cash  in  the  custody  of  another  unless  he  reeeivoB 
interest  for  it,  but  when  they  have  learnt  that  their  cash  may  be  deposited 
with  as  much,  and  even  more,  security  in  the  hands  of  a  person  whose 

^  History  of  Civilization  in  EDgland.  New  Edition :  Longmans,  1867.  Vol.  I« 
p.  74. 
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special  bnainess  it  is  to  take  charge  of  it  as  in  their  own  hoosesy  a  class 
of  bankers  arises  to  perform  this  function,  and  it  is  fonnd  to  be  most 
ooDTenient  that  the  same  class  should  undertake,  in  addition,  the  business 
of  lending  money.  As  those  who  deposit  their  money  with  a  banker  do 
not  all  require  it  back  again  at  the  same  time,  he  is  able  to  lend  a  larger 
or  nnaller  portion  of  it  to  others,  and,  provided  that  he  is  always  able  to 
meet  the  demands  of  his  depositors,  the  latter  have  no  reason  to  complain, 
since  they  do  not  require  him  to  retom  the  identical  coins  which  they 
entxnsted  to  him,  but  only  an  equivalent  sum  ;  and  the  profit  which  he 
makes  by  lending  it  out,  enables  him,  in  many  instances,  to  take  care  of 
his  depositors'  money  without  making  any  charge  for  his  trouble.  Here 
an  important  consequence  follows  :  that  while  in  a  primitive  society  the 
money-lender  carries  on  his  business  with  his  own  money,  in  a  more 
advanced  society  he  lends  the  money  of  other  people ;  and  while  in  the 
former  case  he  must  charge  a  high  rate  of  interest  in  order  to  obtain,  not 
merely  the  ordinary  rate  of  profit  on  his  own  money,  but  a  sufficient 
compensation  for  the  labour  which  he  or  others  have  to  undergo,  and  an 
indemnity  against  any  risk  of  loss,  in  the  latter  he  has  a  much  larger 
fund  out  of  which  to  obtain  his  wages  of  superintendence  and  his  profit 
on  the  smaller  sum  which  really  belongs  to  him.  Thus,  when  a  money- 
lender has  only  his  own  money  to  lend,  he  cannot  be  content  with  5  per 
cent,  interest,  for  this  would  be  tantamount  to  labouring  and  submitting 
to  risk  without  compensation ;  and,  if  his  stock  be  small,  and  the  trouble 
of  collecting  his  debts,  or  the  risk  of  loss  be  considerable,  interest  at  the 
rate  of  50  or  60  per  cent,  per  annum  may  not  leave  him  a  dear  profit  of 
more  than  5  per  cent.  As  a  country  grocer  makes  a  greater  addition  to 
the  cost-price  of  his  goods  than  a  merchant  in  a  large  city,  because  he 
has  a  smaller  stock  by  the  sale  of  which  he  has  to  procure  his  own  wages 
and  those  of  the  people  whom  he  employs,  so  a  small  money-lender 
charges  a  higher  rate  of  interest  than  a  banker  who  has  a  large  amount 
of  money  deposited  in  his  keeping.  If  a  money-lender,  possessing 
100,000f.,  lends  it  out  at  40  per  cent.,  he  will  receive  40,000f.  a  year, 
but  10,000f.  may  be  set  aside  for  occasional  losses,  and  the  expenses  of 
carrying  on  his  business  may  well  amount  to  25,000f.,  and  thus  the  net 
profit  may  be  no  more  than  5,000f.,  or  5  per  cent.  A  bank,  on  the  other 
hand,  whose  paid-up  capital  amounts  to  10,000,000f.,  may  hold  deposits 
to  the  amount  of  40,000,000f.,  and  by  lending  out  the  whole  at  the  rate 
of  5  per  cent.,  may  obtain  2,500,000f.  ;  and  even  if  the  expenses, 
including  the  salaries  of  the  directors,  the  manager,  and  all  other  persons 
employed,  should  amount  to  2,000,000f.,  it  will  still  be  able  to  pay  a 
dividend  of  5  per  cent.  As,  therefore,  the  tendency  to  a  fall  in  the  rate 
of  interest  may  be  accounted  for  without  supposing  any  tendency 
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towards  a  fall  of  profit,  it  cannot  be  taken  as  a  sofficient  proof  of  the 
existence  of  the  latter, 

Hume,  however,  has  collected  some  evidence  which  goes  directly  to 
show  that  the  rate  of  profit  was  higher  in  ancient  Greece  than  in  modem 
England,  which  I  give  in  his  own  words : — ^^  We  read  in  L  jsias  (Orai.  8S, 
Advers.  Diagit)  of  100  per  cent,  profit  made  on  a  cargo  of  2  talents  sent 
to  no  greater  distance  than  from  Athens  to  the  Adriatic;  nor  k  this 
mentioned  as  an  instance  of  extraordinary  profit.  Antidorcu  says 
Demosthenes  (Contra  Aphob.,  p.  25,  ex  Edit  Aldi)  paid  ^  talents 
for  a  house  which  he  let  for  a  talent  a  year,  and  the. orator  blames  his 
own  tutors  for  not  employing  his  money  to  like  advantage.  My  fortune, 
says  he,  in  eleven  years  minority  ought  to  have  been  tripled.  The  value 
of  20  of  the  slaves  left  by  his  &ther  he  computes  at  40  min»,  and  the 
yearly  profit  of  their  labour  at  12."  *  But  these  £ftcts,  though  they 
would  go  feu*  to  confirm  a  theory  otherwise  established,  are  hardly 
sufficient  to  prove  that  the  rate  of  profit  was  higher  in  ancient  Greece 
than  it  is  at  the  present  time.  The  fact  that  a  trader  made  a  profit  of 
100  per  cent,  by  sending  a  cargo  of  the  value  of  2  talents  from  Athens 
to  the  Adriatic  does  not  tell  us  what  was  the  usual  net  profit  received 
by  traders  at  that  time.  Short  as  the  voyage  may  now  appear,  it  may 
then  have  been  a  very  expensive  one,  and  there  must  have  been  a 
considerable  risk  of  piracy  and  shipwreck,  and  the  annual  profit  of  the 
merchant  may  have  been  no  more  than  5  per  cent.  Even  now,  the 
booksellers  of  London  sometimes  sell  a  book  for  twice  as  much  as  it  has 
cost  them,  and  twenty  years  ago  they  usually  sold  books  at  a  price 
33  per  cent,  higher  than  that  at  which  they  bought  them ;  and  though 
they  now  allow  a  much  smaller  margin  of  profit,  it  by  no  means  follows, 
and  is,  indeed,  highly  improbable,  that  the  general  rate  of  profit  in  that 
trade  is  now  lower  than  formerly.  The  fact  that  Demosthenes  obtained 
a  rent  of  one  talent  a  year  for  a  house  which  had  only  cost  him  Sj^ 
talents,  is  not  in  itself  sufficient  to  prove  a  high  rate  of  profit,  for  it  may 
have  been  an  unusually  lucky  speculation.  Nor  can  the  statement  of 
Demosthenes  that  his  property  ought  to  have  been  tripled  in  eleven 
years  claim  our  implicit  confidence,  for  persons  who  think  that  they  have 
a  grievance  are  very  iapt  to  put  in  exorbitant  claims,  and  the  owners  of 
some  of  the  whale-ships  which  were  destroyed  by  Confederate  cruisers  put 
in  claims  for  damages  in  which  they  reckoned  their  profit  at  the  ahnost 
£abulous  rate  of  350  per  cent,  per  annum.  Demosthenes  estimated  at 
12  minas  the  annual  profit  which  he  could  derive  from  the  labour  of 
slaves  worth  40  minsB,  and  this  is  equivalent  to  30  per  cent,  but  as  they 

*  BBsaj  oa  the  Populouaness  of  Ancient  Kationfr. 
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vm  employed  as  Bword-catlen  and  cabinetmakerB,  the  priee  of  the 
mateiiah  and  instraments  employed  should  be  also  taken  into  oonsidera- 
tiDn,  and,  if  these  had  been  given,  the  rate  of  profit  would  probably 
$ippBu  much  lower.  Bat  even  if  these  facts  were  sufficient  to  prove  that 
the  late  of  profit  was  higher  in  ancient  India  and  Oreeoe  than  in  modem 
Eoglaiid,  they  would  not  prove  that  in  the  same  country  profit  is  lower 
vL  a  later,  than  at  an  earlier  period  of  its  history.  Buckle  states  that  the 
■me  lates  of  interest  which  are  mentioned  in  the  Institutes  of  Menu 
penfled  in  India  in  1810,  and  his  object  was  not  to  prove  that  the  rate 
of  profit  had  fidlen,  but  that  it  had  always  been  high,  and  though  Hume 
oonodered  that  a  high  rate  of  profit  proved  a  society  to  be  in  its  infancy, 
jet  he  gives  no  figures  relative  to  the  rate  prevailing  in  Greece  at  any 
period  subequent  to  the  age  of  Demosthenes. 

Some  theories  have  been  propounded  to  establish  the  downward 
tendency  of  profit,  though  rather  to  account  for  a  fact  which  is  taken 
for  granted  than  to  prove  by  independent  reasoning  that  such  a 
tendency  must  exist.  Adam  Smith  supposes  that  the  increase  of  the 
capital  of  a  country  diminishes  the  rate  of  profit  by  increasing  the 
competition  of  the  capitalists  with  one  another,  because  when  profits 
are  nnnsuaUy  high  in  one  trade  more  capital  is  attracted  to  it  and  they 
are  soon  reduced  to  the  ordinary  level,  he  therefore  supposes  that  an 
increase  of  capital  in  all  trades  must  reduce  profits  in  all.  But  there  is 
here  an  obvious  fallacy,  for  the  fi^^t  that  capitalists  are  content  with  5 
per  cent,  is  sufficient  to  prevent  a  higher  rate  from  prevailing  in  any 
one  trade,  but  cannot  explain  its  reduction  to  4  per  cent.  There  is  no 
apparent  reason  why  the  possessors  of  the  additional  capital  should  not 
be  able  to  obtain  as  high  profits  as  other  capitalists  had  previously  done, 
and  to  suppose  that  they  would  be  content  with  less  than  they  could  get, 
tt  to  suppose  that  they  would  not  desire  to  obtain  as  much  wealth  as 
poflBible  with  as  little  abstinence  as  possible.  If  an  article  can  be  profitably 
prodnced  at  the  price  of  bt,  no  one  will  be  able  to  charge  more  for  it, 
bat  competition  will  not  reduce  the  price  below  df.,  and  the  same  rule 
apidies  to  the  rate  of  profit.  No  one  can  obtain  more  than  the  usual 
rate,  because  there  are  many  others  who  are  content  with  it,  but  to  say 
that  competition  reduces  the  rate  is  merely  to  say  that  the  rate  is  reduced 
witboat  explaining  the  motives  which  induce  the  whole  body  of 
cq)itali8ts  to  submit  to  the  reduction.  Eicardo's  theory,  though  it  is  more 
ingenious,  and  has  been  more  generally  accepted  than  that  of  Adam 
Smith,  is  yet  open  to  the  same  objection.  His  theory  of  wages,  as  before 
mentioned,  is,  that  they  must  be  sufficient  to  give  the  labourer  a  certain 
qoantity  of  food  and  other  necessaries,  and  that  if,  therefore,  the  cost  of 
food  increases,  wages  must  also  rise.    His  theory  of  profit  is,  that  it  is. 
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80  to  speak,  the  oomplement  of  wages,  i.6.|  that  the  two  together  make 
up  the  total  product  of  industry,  and  that  as  the  one  rises  the  other  Ms. 
Bent  being  for  the  present  left  out  of  aooount,  it  is,  of  course,  perfectly 
true  that  the  whole  product  is  divided  between  the  capitalist  and  the 
labourer,  and  that  if  one  of  them  receives  a  larger  share,  the  other  receives 
a  smaller ;  but,  though  it  is  perfectly  true,  it  throws  no  light  on  the 
matter.  Whether  the  labourer's  share  be  called  wages,  as  it  is  by 
Bicardo,  or  ^*  cost  of  labour,''  as  it  is  by  MiU,  the  statement  that  the 
share  of  the  capitalist  diminishes  because  tho  labourer's  share  increaaeSy 
is  merely  a  statement  that  profit  falls  because  it  fiedls.  If  the  total 
product  be  represented  by  the  number  100,  then  the  statement  that  the 
cost  of  labour  is  equal  to  90  is  identical  with  the  statement  that  profit  is 
equal  to  10,  and  can  in  no  way  explain  the  latter  fact,  any  more  than 
the  statement  that  it  is  three-quarters  past  two  o'clo(^  can  explain  the 
fact  that  it  is  a  quarter  to  three,  or  the  statement  that  Paris  is  to  the 
south  of  London  can  explain  the  fact  that  London  is  to  the  north  of 
Paris.  If  the  cost  of  labour  rises  from  90  to  95,  profit  falls  from  5  to 
10,  but  it  would  be  quite  as  reasonable  to  say  that  the  cost  of  labour  had 
risen  because  profit  had  Mien  as  to  make  the  converse  statement,  and 
the  statement  that  the  labourer  receives  a  larger  share  implies  that  the 
capitalist  receives  a  smaller  one.  The  unsatisfactory  character  of 
Bicaido's  theory  has  already  been  pointed  out  by  Mr.  Jevons  in  the  work 
before  referred  to.  (Chap.  8,  sec.  2).  Such,  however,  being  his  theory, 
he  sought  to  establish  a  fall  of  profit  by  showing  that  food  had  a 
tendency  to  become  dearer  as  society  advanced,  and  that  the  wages  of 
the  labourer  increased  so  as  to  enable  him  to  procure  the  same  quantity 
of  it,  and  had  this  been  proved  it  would  undoubtedly  have  demonstrated 
that  the  rate  of  profit  must  fall  as  society  advances.  Unfortunately, 
however,  these  facts,  which  would  require  very  strong  evidence  to  prove 
them,  were,  by  Bicardo,  taken  for  granted,  and  we  are  simply  told,  as  if 
it  were  a  well  known  &ct,  that  food  tends  to  become  dearer  as  society 
advances.  It  is  quite  true  that  if  people  were  to  resort  to  poorer  soils 
than  those  previously  cultivated,  although  no  improvement  in  agriculture 
had  taken  place,  the  cost  of  procuring  food  would,  as  Bicardo  contends, 
be  increased,  but  he  was  bound  to  explain  the  motive  which  could  indnoe 
men  to  cultivate  these  poorer  soils.  He  assigns  the  increase  of 
population  as  the  cause,  but  such  an  increase  cannot  precede,  but  can 
only  follow,  an  increase  of  food.  Be  the  population  of  the  country  what 
it  may,  it  must  have  sufScient  food  before  the  fresh  land  is  taken  into 
cultivation,  and  if  there  be  an  additional  supply  which  is  not  wanted  to 
support  any  persons  aheady  engaged  in  agriculture,  it  may  either  be 
used  to  maintain  those  who  are  to  reclaim  the  new  land,  or  to  maintain 
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others  in  flome  non-agricultural  employment.  Bat  if  all  the  waste  knd 
be  ioferiw  to  any  yet  cnltivated,  it  will  obyioasly  be  more  desirable  to 
anpJoj  thtt  oapitid  in  trade  or  mann&ctures,  and  for  the  labonrevs  to 
exchange  their  products  or  their  servioes  for  the  com  of  the  fiormenu 
By  doing  so  they  can  obtain  as  much  com  (say  40  hectolitres  of  wheat  a 
year)  as  Ae  fanners  produce  on  the  old  land,  while  by  cultivating  the 
waste  land  they  would  obtain  a  smaller  quantity  (say  86  hectolitres),  and 
as  eveiyone  desires  to  obtain  wealth  by  the  least  possible  labour,  the 
fonner  oourse  would  be  jHreferred.  In  order  to  explain  why  the  latter 
oouise  should  be  adopted,  it  is  necessary  to  show  why  people  should 
desire  to  procure  dear  food  when  cheap  food  can  be  had,  but  if  we  are  to 
roppose  that  capitalists  would  consent  to  give  up  a  portion  of  their  own 
profits  in  order  that  the  labourers  whom  they  employ  in  reclaiming  the 
waste  land  may  receive  as  much,  or  nearly  as  much,  com  as  those 
employed  on  better  land,  it  becomes  stiU  more  difficult  to  account  for 
their  oonduct  The  waste  land  cannot  be  reclaimed  without  the 
concurrence  of  capitalists,  and,  as  they  would  be  able  to  obtain  the  same 
rate  of  profit  as  tiie  farmers  had  previously  done  if  they  would  employ 
their  capital  in  some  kind  of  manufacture,  to  suppose  that  they  would 
submit  to  a  lower  rate  is  to  suppose  that  they  would  not  desire  to  obtain 
wealth  by  the  least  possible  sacrifice.  Bicaido  says  that  the  increase  of 
population  would  compel  them  to  reclaim  the  waste  land,  but  this 
increase  cannot  take  place  until  after  the  land  has  been  reclaimed,  and,  if 
we  are  to  suppose  that  Bicardo,  and  those  who  follow  him,  really  mean 
that  it  must  be  done  in  order  that  an  increase  of  population  may  take 
place  afterwards,  there  still  remains  the  difficulty  of  exphuning  the 
motive  which  can  induce  the  capitalists  to  take  this  course.  It  cannot 
be  a  desire  to  increase  their  own  fiunilies,  for,  by  the  supposition,  they 
would  receive  less  than  if  they  engaged  in  manufactures,  and  it  can 
hardly  be  supposed  that  they  would  submit  to  a  loss  in  order  to  enable 
other  people  to  increase  their  flEunilies.  It  cannot  be  that  there  is  no 
field  for  the  employment  of  capital  in  other  than  agricultural  industry, 
for,  as  Bicardo  himself  maintains,  there  is  no  limit  to  the  desires  of 
mankind  to  possess  the  comforts  and  luxuries  of  life.  A&,  therefore,  no 
motive  is  assigned  which  could  induce  the  whole  class  of  capitalists  to 
sabmit  to  a  reduction  in  the  rate  of  profit,  Bicardo's  theory,  like  that  of 
Adam  Smith,  fails  to  establish  the  fact.  Although  it  is  true  that  as  a 
country  advances  much  waste  land  is  reclaimed  which  was  formerly 
thought  too  poor  to  cultivate,  yet  this  is  owing  to  the  improvements 
which  are  constantly  taking  place  in  agriculture,  by  which  people  are 
enabled  to  cultivate  it  at  a  smaller  expense  than  would  previously  have  been 
necesBaiy,  and  the  increase  of  population  is  the  effect,  and  not  the  cause. 
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Cherboliez,  on  the  other  hand,  ascribes  the  M  of  profit  to  the 
increased  prodactiveness  of  industry,  instead  of  its  diminished  prodac- 
tiveness  as  Bicardo  has  done.    He  has  explained  his  theory  in  the 
chapter  on  profit  in  his  work  before  referred  to,  and  also  in  the  ^'Journal 
des  Economistes/'  for  July,  1856,  in  both  of  which  places  he  has  availed 
himself  of  the  same  hypothesis  to  illustrate  his  theory.    He  supposes 
that  there  is  a  small  and  isolated  colony  of  formers,  who  obtain  the 
wood  which  they  require  from  five  capitalists,  whom  he  names  B,  C,  D, 
F,  and  G,  and  that  the  amounts  of  capital  possessed  by  each  are  in  the 
proportion  of  10,  20,  30,  40,  and  60  respectively,  and  that  the  whole  is 
employed  in  maintaining  the  labourers  who  cut  down  the  wood  and 
carry  it  to  the  farmers.    He  supposes  that  B  cannot  live  unless  he 
receives  a  profit  of  1  on  his  capital  of  10,  which  is  equivalent  to  10  per 
oent.,  and  that  he  is  able  to  obtain  it  because  without  the  use  of  his 
capital  the  required  quantity  of  wood  could  not  be  obtained,  and  that  the 
others  obtained  2,  8,  4,  and  5  respectively,  so  that  they  receive  the  same 
rate  of  profit  as  B  does.    Next,  he  supposes  that  D,  F,  and  O  adopt 
some  improvement  which  enables  them  to  reduce  the  cost  of  wood,  bat 
that  neither  the  capital  of  B  nor  that  of  C  is  sufficiently  large  to  enable 
these  latter  to  adopt  the  new  method  of  production.    Under  these 
circumstances  B  and  0,  of  course,  abandon  the  business  of  wood  cutting ; 
but  Oherbuliez  contends  that  D,  F,  and  G  will  have  to  submit  to  a  fall  of 
profit,  perhaps  from  10  to  5  per  cent.    B  and  0  will  lend  their  capital 
to  the  other  three,  and  as  that  of  D  is  now  the  smallest  employed  in  the 
business,  the  rate  of  profit  cannot  be  less  than  will  enable  him  to  live, 
but  if  he  receives  only  5  per  cent,  on  his  capital  of  80,  he  will  get  1^, 
which  is  more  than  B  had  before,  while  F  and  G  get  2  and  2^  on  their 
40  and  50,  and  B  and  C  receive  interest  equal  to  i  and  1  respectivdy  on 
what  they  lend  to  the  others,  and  thus  each  receives  5  per  cent.    Thus 
the  discovery  of  new  machines  and  of  better  means  of  enforcing  the 
division  of  labour  tends  to  bring  about  a  more  general  accumulation 
of  a  large  amount  of  capital  in  the  same  hand,  and  this  tends  to  reduce 
the  rate  of  profit.*    There  is,  however,  the  same  objection  to  this  theory 
as  to  those  of  Adam  Smith  and  Ricardo,  viz. :  that  it  does  not  tell  us 
why  the  capitalists  should  submit  to  a  reduction  of  their  profits.    An 
invention  is  hit  upon  which  cannot  be  utilized  unless  a  large  mass  of 
capital  is  held  by  one  individual,  and  this  would  explain  why  a  class  of 
large  capitalists  should  supplant  the  small  ones,  but  the  same  fact 
would  enable  them  to  obtain  the  same  rate  of  profit  as  heretofore,  since 
their  assistance  is  necessary  to  supply  the  farmers  with  wood.    D,  indeed, 

*  See  Soienoe  Boonomique,  Vol.  1,  pp.  471-2, 
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may  be  sapposed  capable  of  living  on  a  profit  of  5  per  oent.^  bat  this  is 
no  reason  why  he  should  not  take  10  if  he  could  ge(  it,  and  he  could  do 
80  by  simply  declining  to  adopt  the  new  process  and  oontinQing  to 
procore  wood  in  the  old  way.  The  same  motive  would  equally  deter 
F  and  O  from  adopting  the  new  process,  and  B  and  G  from  abandoning 
the  old  one,  but,  even  if  D,  F,  and  G  should  adopt  the  new  one,  this 
would  be  no  reason  for  submitting  to  a  lower  rate  of  profit.  Gherbulies 
contends  that  they  would  do  so  in  order  to  dispose  of  their  increased 
produce  by  reducing  its  price,  but  if  they  reduce  it  in  proportion  to  the 
redaction  in  the  quantity  of  labour  required  to  produce  it,  they  will 
obtain  the  same  profit  as  before,  and  to  say  that  they  will  submit  to  a 
reduction  of  their  profits  in  order  that  they  may  sell  their  wood  cheap,  is 
to  assume  that  they  will  rather  employ  their  capital  in  procuring  wood 
than  in  any  other  way.  Under  the  circumstances  supposed,  it  would  be 
the  interest  of  the  capitalists  to  produce  some  other  article  for  which  the 
fanners  would  give  a  better  price  than  for  wood,  or  else  to  become 
farmers,  and  supply  themselves  with  the  food  which  they  themselves 
require — a  course  which  would  induce  the  farmers  to  exchange  their 
com  for  wood  on  such  terms  that  both  they  and  the  wood-cutters  could 
obtain  the  same  rate  of  profit.  Cherbuliez's  theory,  therefore,  does 
not  prove  a  fall  of  profit,  but  merely  assumes  that  it  does  take  place, 
and  the  real  point  where  explanation  is  required  is  passed  over  in  silence. 
It  may  be  thought,  and  it  has  been  held,  that  as  society  advances  people 
become  more  willing  to  submit  to  low  profits,  because  they  are  more 
anxious  to  save,  and  feel  more  security  that  they  will  be  allowed  to  enjoy 
the  fruits  of  their  savings ;  but  though  the  greater  security  which  a 
civilized  society  enjoys  has  a  greater  effect  in  encouraging  people  to  lend 
money  on  interest,  it  does  not  follow  that  those  who  employ  their  own 
money  in  their  own  business  are  content  with  a  lower  rate  of  profit  than 
the  people  of  a  barbarous  country.  A  good  and  stable  Government  may 
Becore  some  of  its  citizens  from  severe  losses  to  which  they  might  be 
otherwise  exposed,  and  this  probably  makes  up  for  any  enormous  gains 
to  which  an  insecure  state  of  society  may  give  occasion.  The  desire  of 
accomnlation  does  not  prompt  men  to  accept  a  small  gain  when  a  large 
one  is  attainable,  and  I  have  endeavoured  to  show  that  whatever  the 
quantity  of  food  in  the  country,  it  can  always  be  employed  in  maintain- 
ing labourers  without  any  diminution  of  the  rate  of  profit  becoming 


As  different  countries  are  in  different  stages  of  civilization,  those  who 
hold  that  the  rate  of  profit  fidls  as  society  advances,  naturally  hold  that 
different  rates  prevail  in  different  countries  at  the  present  time ;  and,  as 
I  do  not  admit  the  correctness  of  the  former  proposition,  I  am  naturally 
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led  to  donbt  the  coTrectness  of  the  latter.  The  qaestion,  however,  is  not 
like  the  preceding^  a  theoretic  one,  whioh  can  be  settled  by  an  sppeel  to 
Econoftiic  Principles,  but  is  one  of  fact,  which  can  only  be  thoronghly 
settled  either  by  the  testimony  of  the  commercial  men  of  all  ooontries, 
or  by  a  large  collection  of  statistics  showing  the  ayerage  diiddendB  paid 
by  Joint  Stock  Companies  in  all  parts  of  the  world.  Not  hamg  suffi- 
cient material  of  this  natnre  to  settle  the  question,  I  can  only  express 
with  diffidence  the  opinion  that  the  rato  of  profit  is  the  same  in  bH 
countries,  and  endeavour  to  show  that  there  is  not  sufficient  evideiioe  to 
justify  the  contrary  opinion.  As  there  are  many  countries  whose  in- 
habitants are  ever  willing  to  embark  their  money  in  foreign  inyestmentSy 
there  must  be  a  general  tendency  to  uniformity  in  the  rate  of  {ffofit 
throughout  the  world,  since  money  will  be  sent  from  a  oonntcy  where  the 
rate  is  low  to  one  where  it  is  high ;  and  the  foreigners,  by  selling  their 
goods  at  a  lower  price  than  the  natives,  will  compel  them  to  reduce  th^ 
prices,  and,  consequently,  their  profits.  Other  Economists,  however, 
while  admitting  the  existence  of  this  tendency,  maintain  that  it  is  to  a 
great  extent  neutralized  by  the  various  political  and  social  inconveniences 
attending  foreign  investmente,  .and  that  a  certain  margin  may  and  does 
exist  between  the  rates  prevailing  in  different  countries,  and  that  compe- 
tition tends  not  to  obliterate,  but  to  preserve,  this  difference.  The  rate, 
for  instance,  may  be  5  per  cent,  in  one  country,  and  10  per  cent  in 
another,  without  competition  reducing  them  to  uniformity;  bat  should 
the  rate  in  one  country  show  a  tendency  to  fall  below  5  per  cent.,  a  great 
deal  of  capitel  will  be  sent  to  the  other  to  be  invested  at  10  per  cent, 
and  thus  the  difference  of  5  per  cent.,  which  is  supposed  to  compensate 
the  disadvantages  of  foreign  investment,  will  be  maintained..  To  this 
argument  there  is,  of  course,  no  theoretic  objection,  and  it  is  quite  possible 
that  the  power  of  competition  may  be  thus  limited,  but  there  is  one  trade 
in  which  competition  must  reduce  to  the  same  level  the  profits  of  all 
those  who  engc^  in  it,  to  whatever  country  they  may  belong.  This  is 
the  business  of  conveying  goods  by  sea  from  one  country  to  another,  and 
if  the  commerce  between  France  and  England,  for  example,  be  carried  cm 
by  both  French  and  English  merchants,  both  classes  must  cbai^  sab- 
stantially  the  same  rates  of  freight,  and,  as  their  expenses  must  be  the 
same,  they  must  make  the  same  average  net  profit.  The  freight  must 
be  the  same,  for  if  English  shipowners  shoidd  charge  more  than  the 
French,  the  latter  alone  would  be  employed  in  carrying  goods  tram  Eng- 
land to  France,  or  from  Franoe  to  England,  and  the  expenses  must  be 
the  same,  because  if  England  produces  better  ships  than  France,  it  will 
be  called  on  to  supply  all  that  are  required,  and  if  the  saQors  of  Franoe 
aie  found  to  be  superior  to  those  of  Inland,  Frendi  sailors  alone  will  be 
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em]doyed  in  Engliidi  ships,  or  their  wages  will  be  proportionabty  raised 
above  those  of  the  English.  The  rate  of  profit  being  Uie  same  with  the 
Bhipowuers  of  both  eonntriesy  it  must  be  the  same  in  all  other  trades^ 
ainoe  shipowners  can  obtain  neither  more  nor  less  than  other  capitalists ; 
and  the  only  way  in  which  this  tendency  to  oniformity  can  be  neutra- 
lized is  through  the  competition  of  the  foreigner  completely  driidng  the 
natives  out  of  the  shipping  trade.  In  a  conntry,  if  sach  there  be,  which 
has  none  of  its  own  citizens  engaged  in  foreign  trade,  there  is  perhaps 
no  means  of  reducing  the  rate'  to  the  same  leyel  as  in  other  countries. 
The  chief  reason  which  has  induced  Economists  to  believe  that  different 
lates  of  prc^t  prevail  in  different  countries  is  the  fiict  that  the  rates  of 
interest  vary  considerably.  Thus,  Mr.  Fawcett,  referring  to  Australia, 
sajB,'' Wages  are  far  higher  there  than  in  England,  and  profits  are 
aho  higher.  This  is  abundantly  verified  by  the  fact  that  the  current 
rate  of  interest  is  far  in  excess  of  that  which  prevails  in  our  own 
eonntry."  *  The  common  opinion  that  the  rate  of  profit  is  unusually  low 
in  Holland,  seems,  in  Uke  manner,  to  be  founded  on  the  fact  that  the  rate 
of  interest  in  that  oountiy  is  extremely  low.  I  have  aheady  endea- 
Toored  to  show  that  interest  is  not  a  correct  measure  of  profit,  and  the 
fact  that  it  is  low  in  Holland  may  be  accounted  for  by  the  greater  con- 
fidence whch  the  Dutch  repose  in  their  banking  institutions,  which 
lenders  them  more  vnlling  to  trust  their  money  to  them,  and  less  liable 
to  be  seized  with  a  panic.  But  this  will  not  explain  why  the  Dutch 
Govenunent  should  be  able,  as  it  is,  to  raise  a  permanent  loan,  the 
investoiB  in  which  receive  no  more  than  2  per  cent,  on  their  money, 
bat  even  this  is  not  sufficient  to  prove  that  profit  is  lower  in  Holland 
than  in  England,  where  money  invested  in  the  Public  Funds  yields  more 
than  8  per  cent.  The  class  of  persons  who  invest  in  public  securities 
are  a  different  class  firom  those  who  employ  their  money  in  business,  and 
ftere  may  be  a  great  difference  between  the  ratios  which  the  sums 
meived  by  the  two  classes  bear  to  the  money  invested.  It  is  well-known 
that  Uie  rate  at  which  a  Government  can  borrow  money,  is  largely  influ- 
enced by  the  amount  of  the  loan  and  the  frequency  of  its  appeals  to  the 
money  market;  and  Bioardo,  who  was  himself  a  Stock  Broker,  teUs  us, 
(chap  21),  that  before  the  war  of  American  Independence,  the  English 
Governmesit  borrowed  at  8  per  cent.,  but  that  during  the  last  war  with 
France,  it  had  to  pay  more  than  6  per  cent.,  and  that,  therefore,  the 
^^  of  interest  affords  a  very  unsafe  criterion  of  the  rate  of  profit.  If 
the  Dutch  Government  were  now  to  raise  a  large  loan,  say  of  three 
^niUiard%  it  would  probably  have  to  pay  more  than  8  per  cent.,  while,  if 

*  Maoual  of  PoUtioai  Boonomjr,  1S63.   B,  IL  Ohsp.  Y.    P.  189. 
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our  QoTermnent  were  to  pay  off  half  of  oar  National  Debt,  it  might 
reduoe  the  interest  on  the  remainder  to  2  per  oent.  The  class  of  persoiiB 
who  desire  to  invest  in  the  fiinds  is,  in  proportion  to  the  snm  which  the 
Government  is  willing  to  borrow,  larger  in  Holland  than  in  England ; 
and  the  Dntch  are  therefore  obliged  to  content  themselves  with  a  lower 
rate  of  interest. 

Holland  is  the  only  conntry  in  which  it  has  been  generally  sappoeed 
that  the  rate  of  profit  is  lower  than  in  England ;  but  it  is  commonly  sap- 
posed  to  be  higher  in  the  United  States,  and  an  examination  oi  the 
argoments  on  which  this  opinion  is  based  will  serve  to  decide  the  qaestion 
whether  it  is  higher  in  any  other  part  of  the  world  than  in  England. 
Here  again,  as  in  the  case  of  Holland,  the  rate  of  interest  is  taken 
as  the  criterion  of  profit,  and  because  the  former  ranges  from  8  per  oent. 
in  New  York  to  18  per  cent,  in  Califomia,  and  86  per  cent,  in  the 
'Southern  States,  it  is  assumed  that  the  latter  must  also  be  very  high. 
Be&re  discussing  the  case  of  America,  it  will  be  useful  to  refer  to  some 
phenomena  which  are  exhibited  in  France,  and  which  may  serve  to  throw 
some  light  on  the  general  connection  between  interest  and  profit.  It  is 
not  generaHymaintained  that  profit  is  higher  in  France  than  in  Eng- 
land, and  a  proof  that  the  same  rate  prevails  in  both  countries  is 
afforded  by  the  fiact  that,  in  both  of  them,  land  is  sold  at  such  a  price 
that  the  investment  yields  about  8  per  cent,  per  annum,  and  as  this 
mode  of  investment  is  considered  to  be  the  most  secure  of  all,  the  rate 
of  profit  on  other  and  less  secure  investments  must  be  the  same  also. 
Tet,  Mr.  Newmarch,*  who  mentions  this  fact,  states  also,  that  while 
in  England  the  rate  of  interest  on  mortgages  is  not  generally  more  than 
4:  per  cent.,' the  average  in  France  ranges  as  high  as  7  per  cent,,  and  in 
some  cases  rises  to  10,  or  even  12  per  cent.  He  furnishes  us  with  the 
explanation  of  this  apparent  anomaly,  telling  us  that  a  great  number  of 
these  loans  are  raised  by  poor  men,  who  are  both  owners  and  cultivators 
of  the  soil,  and  frequently  amount  to  less  than  250f.  It  is  evident  that 
it  must  be  much  more  expensive  to  collect  the  interest  on  a  hundred 
small  debts  than  on  one  large  one  which  is  equal  to  the  whole  of  them ; 
and  we  need  not  wonder  that  the  French  money-lenders  charge  a  higher 
rate  than  is  done  in  England,  where  mortgages  are  generally  for  large 
amounts.  When,  moreover,  the  small  amount  of  each  loan  is  taken  into 
account  (one-fourth  of  the  whole  territorial  debt  of  France,  consisting  in 
1841  of  advances  of  not  more  than  l,000f.  each),  it  is  easy  to  see  how 
the  French  farmers  are  able  to  pay  interest  at  a  rate  which  seems  so 
much  out  of  proportion  to  the  profits  of  their  business.    Their  inoome 

*  Tooke*t  Histoxy  of  Ptioes.    Yol  YL,  pp.  92, 96. 

Digitized  by  VjOOQ IC 


FBOFIT  IK  DIF7KBBKT  OOUITTBIXS.  177 

indodes  not  only  the  rent  of  their  land,  bat  the  profit  on  their  capital^ 
and  the  wages  of  their  labour;  and  the  interest  which  they  have  to  pay 
bears  a  very  small  proportion  to  their  income,  while  a  small  som  may  be 
absolntely  necessary  to  enable  them  to  keep  their  fsums  in  proper  cnlti* 
yation,  and  die  want  of  it  might  expose  them  to  very  serioos  loss.    The 
net  profit  on  their  whole  capital  may  be  no  more  thui  5  per  cent.,  bnt  a 
small  loan  may  enable  them  to  ntilize  a  portion  of  their  land  and  of  their 
flpore  time,  which  wonld  not  otherwise  be  profitably  employed;  and  the 
whole  gain  which  it  would  bring  them  may  weU  amoont  to  100  per 
cent,  on  the  loan,  from  which  interest  at  10  or  12  per  cent,  wonld  be  a 
trifling  deduction.    If  we  now  apply  these  principles  to  the  case  of 
America^  we  shaQ  see  that  the  prevalence  of  a  high  rate  of  interest  by 
no  means  proves  a  high  rate  of  profit.  The  fact  that  the  rate  of  discount 
langes  at  from  8  to  10  per  cent,  in  the  city  of  New  York,  shows  rathw 
the  unwillingness  of  the  owners  of  money  to  entrust  it  to  the  keeping  of 
bankers  iban  the  prevalence  of  an  unusually  high  rate  of  profit  in  com- 
mercial enterprise.    I  have  been  informed  that  traders  in  New  York  do 
not  so  frequently  appeal  for  assistance  to  bankers,  and  that  they  have  not 
80  much  confidence  in  one  another  as  is  the  case  in  this  country;  and  if 
this  be  so,  the  borrowers  being  more  in  want  of  money  are  willing  to  give 
more  for  ity  and  the  lenders  having  less  confidence  that  they  will  be 
repaid,  charge  more  to  compensate  for  the  risk  which  they  incur.    Mr. 
Somers  states*  that  in  the  Southern  States  the  planters  borrow  money 
at  rates  varjring  from  15  to  24  per  cent,  per  annum,  on  the  security  of 
their  cotton,  and  this  may  be  thought  to  indicate  a  high  rate  of  profit ; 
but  his  account  does  not  represent  them  as  making  large  fortunes,  but 
on  the  contrary,  as  contriving  with  great  difficulty  to  keep  their  heads 
above  water.    At  the  period  of  the  cotton  harvest,  they  have  great  diffi- 
culty in  obtaining  the  necessary  number  of  labourers  to  gather  it  in,  and 
it  is  easy  to  see  how  a  small  sum  advanced  at  this  period  may  save  them 
frcHu  a  serious  loss.    An  advance  of  10,000f.  may  enable  a  planter  to 
get  in  a  crop  which  is  worth  100,000f. ;  and  if  he  has  to  pay  as  much  as 
2,400f.  for  it,  he  will  stiU  be  a  considerable  gainer,  though  the  profit  on 
his  whole  capital  may  not  amount  to  more  than  5,000f  per  annum.  But 
even  this  is  putting  the  case  too  strongly,  for  the  rate  of  24  per  cent,  per 
annum  is  made  up  by  multiplying  by  twelve  the  rate  of  2  per  cent,  per 
monthf  and  though  Mr.  Somers  does  not  mention  the  ficict,  it  seems  pro- 
baUe  that  the  loans  are  frequently  paid  back  within  a  few  months,  so 
Aat the  loss  to  the  plants  in  the  case  supposed  above  maybe  reduced  to 
600fl,  or  even  400f.    In  CaUfomia,  too,  the  rate  of  18  per  cent,  per 

*  Southern  States  linoe  the  War,  pp.  46-79. 
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annum  means  1^  per  cent,  per  monfch,  and  soon  after  the  gold  disooTe- 
ries,  interest  was  sometimes  calculated  by  the  week ;  and  in  India  the 
ryots  pay,  or  used  to  pay,  8,  4,  and  5  per  cent,  per  month.  As  it  must  be 
most  convenient  to  a  &rmer  to  pay  off  his  debts  soon  after  the  hairest, 
there  is  no  reason  why  it  should  be  more  disagreeable  to  him  to  pay 
5  per  cent,  on  a  loan  incurred  a  month  before  than  on  one  incurred  a 
year  before  that  time,  and  it  is  only  by  a  fiction  that  the  one  rate  is 
represented  as  being  twelve  times  as  high  as  the  other.  If,  indeed,  the 
fanner  cannot  soon  repay  the  loan,  he  will  be  sooner  ruined  in  a  country 
where  interest  lb  high,  and  it  is  said  that  the  ryots  who  once  b^;in  to 
borrow  money  wherewith  to  buy  seed,  never  get  out  of  the  hands  of  the 
money-lenders  until  they  are  completely  ruined.  In  fact,  however,  the 
interest  which  a  capitalist  has  to  pay  for  occasional  loans  should  be  oon- 
sideredy  not  as  a  measure  of  his  profit,  but  as  a  part  of  his  expenses;  and, 
whatever  be  the  rate  which  he  has  to  pay,  it  has  no  effect  on  the  rate  of 
^  the  net  profit  which  remains  over  after  ail  such  losses  have  be^  de- 
ducted. The  Federal  Government  borrows  money  at  about  the  same 
rate  as  the  French  Oovemment,  viz.,  rather  under  5  per  cent.,  and 
though  the  English  Government  can  now  borrow  a  small  sum  at  3,  or  even 
2i  per  cent.,  it  had  to  pay  6  per  cent,  during  the  last  war  with  Franoe; 
and  would  probably  have  to  do  so  again,  if  obliged  to  raise  a  fresh  loan 
equal  to  that  raised  by  the  United  States  during  the  Civil  War.  It  may 
be  thought  that  the  rapid  increase  of  capital  in  the  United  States 
betokens  a  high  rate  of  profit,  which  enables  the  people  to  lay  by  more 
than  the  English  can  do;  but  a  little  consideration  wiU  show  that  this 
does  not  establish  the  fact.  Labour  is  extremely  productive  in  raising 
food  in  that  country,  but  the  appetite  of  the  labourers  is  not  thereby 
increased,  and  the  cheapness  of  food  renders  it  more  easy  for  labonren 
and  capitalists  to  save  a  portion  of  their  earnings.  A  labourer  who  in 
England  produces,  and  therefore  earns,  the  equivalent  of  80  hectolitres 
of  wheat  in  a  year,  can  in  America  produce  90  in  the  same  time,  and 
can,  therefore,  either  maintain  a  larger  family,  or  save  a  greater  portion 
of  his  earnings ;  and  the  abundance  of  unoccupied  fertile  land  enables 
the  people  to  produce  a  constantly-increasing  quantity  of  food,  which; 
in  its  turn,  causes  a  rapid  increase  of  population.  As  both  the  number 
of  the  labourers  and  the  amount  of  capital  necessary  to  maintain  them, 
increase  rapidly,  no  further  explanation  of  the  great  prosperity  of  the 
United  States  is  required.  It  must  not  be  supposed  that  capitalists 
derive  no  benefit  from  the  fertility  of  the  soil  because  the  rate  of  profit 
is  not  higher  than  elsewhere,  for,  as  I  have  said  before,  the  capitalists 
benefit  as  consumers,  and  it  is  only  as  such  that  the  labourers  benefit  by 
the  cheapness  of  food,  and  an  American  capitalist  who  has  saved  up  Uie 
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product  of  twenfcy  years'  labour,  even  if  he  cannot  obtain  more  profit 
npon  it  than  is  equivalent  to  one  year's  labour,  can,  nevertheless,  obtain 
more  of  the  necessaries  of  life  for  his  annual  profit  than  an  Englishman 
can  do  who  has  practised  the  same  amount  of  abstinence,  i.e.,  has  saved 
up  what  in  England  is  equivalent  to  twenty  years'  wages. 

For  direct  evidence  on  the  pointy  whether  profit  is  really  higher  in  the 
United  States  than  in  England,  I  have  but  little  to  ofier,  but  there  is  so 
much  English  money  invested  in  railway  and  other  companies  in  the 
former  country,  that  it  would  seem  that  there  must  be  a  constant 
tendency  to  bring  the  two  to  the  same  level.  One  proof  that  this  has 
been  already  brought  about  is  furnished  by  the  great  number  of  American 
ships  engaged  in  the  carrying  trade,  in  which  they  have  to  compete  with 
the  ships  of  England  and  other  nations,  and  the  merchants  engaged  in 
which  must,  therefore,  accept  the  same  rate  of  profit,  on  pain  of  losing 
their  business  if  they  attempted  to  maike  more  than  the  usual  rate. 
When  De  TocquevOle  wrote  his  **  Democracy  in  America,"  the  Americans 
engrossed  most  of  the  carrying  trade  of  the  Mediterranean,  and,  although 
the  supremacy  has  since  passed  to  the  Greeks,  and  from  them  to  the 
English,  the  change  can  hardly  be  attributed  to  the  high  rate  of  profit 
which  the  Americans  require,  since  the  opinion  that  the  rate  was  high 
was  quite  as  conmion  when  De  Tocqueville  wrote  as  at  the  present  time. 
Mr.  Thornton  ascribes  the  success  of  the  Greeks  to  the  system  of 
oo-operation  which  is  pursued  in  their  ships ;  and  their  recent  decline  is 
the  consequence  of  the  obstacles  which  the  Greek  Government  places  in 
the  way  of  the  use  of  iron  for  ship-building  purposes,  fiom  which 
obstacles  English  ship-owners  are,  of  course,  firee.  The  Americans  do, 
indeed,  complain  of  the  decline  of  their  commerce,  and  ascribe  it  to  the 
lower  rate  of  profit  with  which  Englishmen  are  content ;  but  as  the 
American  Government  imposes  a  heavy  tax  on  the  construction  and 
repair  of  ships  in  its  ports,  and  even  on  the  firstentryof  a  ship  purchased 
by  an  American  into  one  of  their  ports,  we  need  not  look  further  for  an 
explanation  of  the  fact  that  the  commerce  between  England  and  America 
is  carried  on  chiefly  in  English  vessels.  With  respect  to  another 
boginees,  that  of  banking,  Mr.  Newmarch  has  furnished  us  with  a 
valuable  table  showing  the  actual  amount  of  profit  realized  during  a  long 
series  of  years  by  the  whole  of  the  banks  in  the  United  States,  and  the 
ratio  which  it  bore  to  their  paid-up  capital.*  From  this  table  it  appears 
that  the  average  rate  of  profit  during  the  twenty-three  years,  1884-1856 
ioclusive,  was  18^  per  cent.  I  am  not  acquainted  with  any  equally 
comprehensive  table  of  the  profits  of  English  Joint  Stock  Banks,  but  the 

*  Tooke*B  History  of  Prioes,  vol.  YL,  p.  74S. 
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following  passage  from  Lombard-Bireet,  in  which  Mr.  Bagehot  gives  the 
resnlfc  of  a  comparison  of  the  pablished  returns  of  110  English  banks  for 
the  year  1867,  throws  some  light  on  the  subject :— ''The  result  of  these 
banks,  as  regards  the  dividends  thej  pay, 


Naof 
Companies. 

Capital. 

Above  20  per  cent 

Between  15  and  20  pet  cent. 
„       10  and  16       „ 
„         5  and  10       „ 

Under  6  ner  cent .•• 

15 
20 
36 
36 
3 

A6,302,767 

5,439,439 

14,056,950 

14,182,379 

1,350,000 

110 

^40,331,536 

"That  is  to  say,  above  25  per  cent,  of  the  capital  employed  in  these 
banks  pays  over  15  per  cent.,  and  62^  per  cent,  of  the  capital  pays  more 
than  10  per  cent.  So  striking  a  result  is  not  to  be  shown  in  any  other 
Joint  Stock  trade."  (P.  246).  These  figures  relate  only  to  a  single 
year,  but  it  was  not  a  remarkably  favourable  one  for  banking  operations, 
and^  if  they  do  not  show  that  the  profits  of  banking  are  as  high  in 
England  as  in  America,  they,  at  least,  show  that  the  difference  is  very 
slight  when  compared  with  the  difference  between  the  rates  of  interest 
prevailing  in  the  two  countries.  The  experience  of  India  and  Australia 
shows,  in  like  manner,  that  high  rates  of  interest  do  not  yield 
proportionately  high  dividends  to  the  banks  which  profit  by  them. 
Taking  all  the  evidence  into  consideration,  I  am  inclined  to  think  that 
it  is  not  sufficient  to  prove  that  different  rates  of  profit  prevail  in 
different  countries,  since  the  differences  in  the  rates  of  interest  may  be 
otherwise  accounted  for,  and  the  competition  of  different  nations  in 
maritime  conmierce,  in  railway  construction,  and  in  banking,  is  always 
tending  to  produce  uniformity  in  those  trades,  and,  consequently,  in  all 
others. 

In  considering  the  subject  of  profit,  I  have  hitherto  assumed  that  the 
labourers  are  free  agents,  who  will  not  work  unless  the  wages  which  they 
receive  are  equivalent  to  what  they  can  produce,  and  that  the  possibility 
of  their  demanding  higher  wages  is  one  of  the  circumstances  which 
influences  a  capitalist  in  restricting  himself  to  the  usual  rate  of  profit. 
There  are,  however,  some  cases  in  which  this  condition  is  not  fulfilled, 
and  where  the  labourer  is  compelled  to  work  against  his  will,  and  to 
content  himself  with  such  remuneration  as  the  capitalist  may  choose  to 
give  him,  and  it  remains  to  examine  whether  in  such  a  case  higher 
profits  may  be  obtained  than  under  the  regime  of  freedom.    The  most 
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marked  insfcanoe  of  the  kind  in  that  in  which  the  labeofeni  ara  'St^es,  ^  , 
whea  the  quantity  of  food,  &o.  which  they  receive  is  Bimplj^'^efa  as  Wiljf  - 
enable  them  to  do  their  work,  and  has  no  neceasary  oonneobion'w^  ^J^^  ^^  y 
amoant  of  goods  which  they  produce.  In  snch  a  case  it  mighff  ^. 
thought  that  a  capitalist  could  obtain  higher  profits  for  himself  l)/. 
giring  his  slaves  less  than  free  labourers  would  receive,  and  in  somr 
cases  this  may  be  so ;  but,  as  a  rule,  it  is  found  that  the  labour  of  the 
slaye  is  so  much  less  efficient  than  that  of  the  freeman,  that  the  diminu- 
tion of  the  product  neutralises  the  advantages  of  the  diminution  of  the 
expense.  There  are  several  reasons  why  slave  labour  should  be  very 
inefficient :  it  is  given  reluctantly,  and  therefore  requires  much  super- 
vision, and,  as  the  slave  gains  nothing  by  exhibiting  greater  skill,  it  is 
his  interest  to  conceal  any  skill  he  may  possess  ;  and  so  much  trouble 
13  required  in  teaching  him  a  new  process,  that  the  slave-owner  finds  it 
most  convenient  to  employ  the  same  men  at  the  same  work  for  the 
whole  of  their  lives,  even  in  circumstances  where  the  state  of  the  market 
renders  it  scarcely  profitable.  Tobacco,  for  instance,  was  grown  in  Vir- 
ginia for  a  hundred  years  without  intermission,  although  it  often  hap- 
pened that  there  was  no  sufficient  market  for  it,  and  although  the 
constant  raising  of  the  same  crop  destroyed  the  fertility  of  the  soil. 
It  is  generally  found  that  when  free  and  slave  labour  compete  in  the 
same  industry,  the  former  has  a  great  advantage,  and  is  able  to  beat  the 
latter  out  of  the  field  ;  but  this  is  not  always  the  case  ;  and  the  circum- 
stances which  enabled  slavery  to  hold  its  ground  for  more  than  two 
centuries  in  the  Southern  States  of  the  American  Union  are,  in  an 
economic  point  of  view,  extremely  instructive.  The  climate  and  soil  of 
those  States  are  favourable  to  the  cultivation  of  tobacco,  cotton,  rice,  and 
the  sugar-cane,  and,  in  the  case  of  each  of  these  plants,  a  large  number 
of  men  can  work  together  within  a  small  space,  and  under  the  eye  of  a 
single  overseer,  which  cannot  be  done  in  the  case  of  cereals,  and  thus  the 
expense  of  superintendence  is  minimised.*  It  is  only,  therefore,  where 
these  plants  can  be  grown  that  slavery  ever  throve  in  the  United  States ; 
and  even  there  it  would  soon  have  worked  itself  out  by  the  gradual 
exhaustion  of  the  soil  had  there  not  been  such  a  vast  extent  of  fertile 
unoccupied  land  for  the  planters  to  resort  to  when  the  old  land  was 
exhausted.  It  is  well  known  that  the  desire  of  the  Southern  planters  to 
obtain  a  larger  area  for  the  extension  of  slavery  in  the  West,  was  the 
canse  which  led  to  the  civil  war  which  resulted  in  the  abolition  of 


But  even  if  articles  could  be  produced  at  a  cheaper  rate  by  slaves 
♦  See  Cdmes*  Slave  Power,  1868. 
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thaa  by  free  laboorers,  this  would  not  raise  the  rate  of  profit,  but  would 
rather  lower  the  price  of  the  goods,  since  the  capitcdists  would  still 
compete  with  one  another,  and  would  still  be  obliged  to  content 
themselves  with  the  same  rate  as  was  obtained  by  those  who  employed 
ftee  labourers ;  for  it  is  scarcely  possible  that  a  society  should  exist  in 
which  there  should  be  no  free  labourers,  and  those  who  employed  slaves 
could  noty  on  that  account,  charge  higher  terms  for  their  services.  Now 
that  slavery  has  almost  disappeared  from  the  civilised  world,  another 
system  is  springing  up  which  exhibits  some  of  the  same  evils,  though  in 
a  more  mitigated  form*  The  planters,  who  are  no  longer  able  to  buy  and 
sell  slaves,  wish,  nevertheless,  to  prevent  their  labourers  from  bargaining 
with  them  on  equal  terms  and  from  leaving  the  service  of  a  master  who 
ill-treats  them,  and  they  accordingly  enter  into  a  contract  with  labourers 
in  a  distant  country  to  work  for  a  fixed  rate  of  wages  for  five  years,  or 
some  other  long  period.  This  system  has  been  pursued  in  many 
colonies,  British  and  other,  but  it  is  in  Demerara  and  Queensland  that 
the  abuses  connected  with  it  have  attracted  most  attention  of  late  years. 
In  Demerara  they  are  subjected  to  great  hardships,  being  forced  to 
labour  for  16  or  20  hours  in  succession,  and  find  practically  no  redress 
from  the  magistrates,  who  naturally  sympathise  with  the  plaoiters.  The 
question,  however,  which  is  to  be  discussed  here,  is,  whether  the  system 
tends  to  raise  the  rate  of  profit?  and  to  this  it  seems  that  a  n^ative 
answer  must  be  given,  since,  even  if  the  planters  could  get  sugar  grown 
at  a  smaller  expense,  their  competition  would  compel  them  to  reduce  the 
price,  and  to  content  themselves  with  the  same  profit  as  those  who 
employed  free  labourers.  It  is  said,  accordingly,  that  the  planters  of 
Demerara  did  not  make  more  than  3  per  cent,  per  annum  for  three 
years  together.  The  planters  say  that  they  cannot  grow  sugar  becaose 
'^  labour  is  dear,"  and  that  it  is  essential  to  the  prosperity  of  the  country 
that  '^ cheap  labour"  should  be  imported;  but  the  fact  of  which  they 
complain  is  that  sugar  cannot  be  grown  in  those  countries  with  as  little 
labour  as  in  other  parts  of  the  world,  or  else  that  the  people  find  it  more 
profitable  to  produce  some  other  article  than  sugar.  Whichever  of 
.these  be  the  case,  it  is,  of  course,  obvious  that  sugar  should  not  be 
grown  there,  but  it  is  not  singular  that  those  who  think  they  can  make  a 
fortune  by  producing  it  should  imagine  that  their  own  prosperity  is  the 
same  thing  as  the  prosperity  of  the  country,  and  should  call  on  the 
Government  to  assist  them  in  obtaining  it.  Nor  is  it  strange  that  the 
Colonial  Office  should  assist  the  planters  in  their  attempt  to  make  them- 
selves independent  of  the  labourers  of  their  own  country,  and  should,  at 
the  distance  of  thousands  of  miles,  support  a  system  which  is  so  injurious 
to  our  unfortunate  dependencies.    What  is  to  be  wondered  at  is  that 
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EoonomiBts  ahonld  reoommend  the  views  of  the  planters  as  exhibiting 
a  soand  appreciation  of  scientific  principles,  and  should  endorse  the 
opnicm  that  low  wages  are  a  benefit  to  a  oonntry.  Thns  the  late 
Mr.  Herman  MerlYeJe  reconunended  the  importation  of  coolies  into 
Deznemra  on  this  gronnd,  among  others,  that  it  wonld  ^^bring  down  the 
enoriDons  rate  of  wages  by  fair  competition.''  *  He  would,  no  donbt^ 
repfudiate  all  intention  of  saying  that  a  reduction  of  the  comfort  of  the 
kbonriDg  classes  can  be  a  benefit  to  a  country,  and  yet  this  is  what  his 
words  imply,  and  the  disparaging  epithet  '^  enormous "  is  applied  to  a 
high  rate  of  wages,  while  the  name  of  ^'&ir  competition  "  is  given  to  the 
BTstem  by  which  labourers  are  practically  prevented  from  choosing  their 
ovn  masters,  or  the  rate  of  wages  for  which  they  will  work.  Unfor* 
timately,  Bicaido's  theory  of  profit  lends  itself  to  the  interpretation 
viiidi  is  favourable  to  the  views  of  planters,  although  he  himsdf  would 
sot  have  put  such  a  construction  upon  it.  He  repeatedly  tells  us  that  ' 
profit  rises  when  wages  fall,  but  by  wages  he  means  the  proportion  which 
the  bibour^  receives  of  the  whole  product,  and  he  means  nothing  more 
than  that  profit  rises  whenever  it  rises.  If  the  planters  could  give  the 
hboorers  a  smaller  share  of  the  produce  they  would,  of  course,  keep  a 
larger  share  for  themselves,  but  a  mere  reduction  of  the  sum  of  money 
paid  to  eadi  labourer,  or  even  for  a  given  quantity  of  work,  has  no  effect 
on  the  rate  of  profit,  but  only  on  the  price.  If  labourers  cannot  be 
indooed  to  work  unless  bound  by  long  contracts,  it  is  a  sure  sign  that 
thejr  are  not  adequately  remunerated,  and  a  Government  which  compels 
than  to  adhere  to  them  is  sacrificing  their  happiness  for  the  sake  of 
enaUing  a  few  capitalists  who  will  not  labour  for  themselves  to  obtain 
a  fortune  by  inflicting  misery  upon  others. 

So  long  as  it  is  open  to  everyone  to  enter  any  trade  which  he  chooses, 
Uie  rate  of  profit  in  any  one  trade  cannot  be  permanently  higher  than  it 
ii  in  others^  but  when  a  few  individuals,  or  companies,  or  a  government, 
enjoy  a  monopoly  of  one  trade,  they  may  obtain  much  more  than  the 
SToage  profit  on  the  capital  invested.  After  a  large  sum  has  been  spent 
in  establishing  a  business,  it  is  frequently  found  that  the  receipts  increase 
m<He  n^idly  than  the  expenses,  and  that,  therefore,  the  net  profit  would 
go  on  continually  increasing,  if  competition,  or  the  fear  of  competition, 
did  not  compel  the  proprietors  to  reduce  their  prices^  and  so  transfer  the 
benefit  to  tiiB  public.  It  appears  fron^  a  paper  read  by  Sir  James 
AndeiBcm  to  the  Statistical  Society  in  June,  1872,  on  "  The  Statistics  of 
Telegraphy,"  that  if,  after  the  construction  of  a  telegraph  line,  the 
company  continues  to  charge  the  same  tariff,  the  number  of  telegrams 

*  Leetoras  on  Ck>loni8atiaa  and  Coloniee,  N6w  Edition,  1861,  p.  818. 
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06nt  will  gradaaDy  increaflQ^  whfle  the  ezpenBes  will  not  do  ao  in  the 
Bame  proportion,  but  that  every  reduction  of  the  tariff  is  followed  by  a 
diminution  of  the  net  profit*  This  he  shows  to  have  been  the  case 
wherever  it  has  been  tried,  whether  in  England  or  on  the  Continent, 
whether  by  a  goyenunent  or  by  a  company.  If,  before  the  English 
Gk>yemment  assumed  the  control  of  the  telegraphs,  the  companiea  had 
enjoyed  a  monopoly,  they  might,  by  maintaining  a  hi^  tariff,  have 
procured  high  dividends  for  themsdves,  but  they  were  compelled  to 
make  several  reductions  in  their  tariffs  by  the  fear  that,  if  they  did  not, 
new  compaoies  would  be  formed,  which  would  interfere  with  their 
business.  Their  competition,  however,  did  not  lead  them  to  reduce  their 
tariff  below  the  point  which  would  yield  them  a  reasonable  profit,  and 
their  unwillingness  to  do  so  was  made  a  matter  of  complaint,  and  formed 
the  principle  reason  which  induced  the  (Government  to  take  over  the 
management  of  the  telegraphs.  The  tariff  was  immediately  reduced,  and 
this  measure  was  vaunted  as  a  great  boon  to  the  public,  no  r^ard  being 
paid  to  the  feet  that  an  increased  charge  was  imposed  on  the  public  in 
their  capadiy  of  tax-payers,  in  order  to  compensate  the  ahareholdexs  of 
the  companies,  and  that  the  receipte  of  the  telegn^h  department  were 
but  slightly  in  excess  of  the  working  expenses.  Those  who  send 
telegrams  have  benefitted  by  the  change,  but  why  they,  rather  than  the 
tax-payers,  should  be  called  the  public,  is  by  no  means  dear.  As  several 
reductions  had  been  made  in  the  tariff  while  the  companies  retained  the 
business,  it  is  probable  that  more  would  have  followed  if  the  Oovemment 
had  not  interfered,  but  it  is  extremely  unlikely  that  the  Oovemment  will 
ever  consent  to  a  lower  rate  than  the  unremunerative  one  which  is  at 
present  enforced.  A  government  is  even  less  disposed  than  a  comptmy 
to  make  experimental  reductions  in  its  tariff,  in  the  hope  of  obtaining  a 
larger  revenue.  The  reform  of  Sir  Rowland  Hill  was  not  introduced 
without  the  most  vehement  opposition  on  the  part  of  the  Poet  Office, 
and  it  would  seem  that  the  ordinary  rate  of  letter-postage  might  now 
be  reduced  iton  10c.  to  5c. ;  but  the  reduction  is  not  made  because  it 
would  entaU  an  immediate  sacrifice  of  revenue.  It  is  said  that  the  profits 
of  the  Post  Office  are  in  excess  of  the  ordinary  profits  of  stock,  but  I 
cannot  tell  wheljier  this  is  the  case,  as  I  have  never  met  with  any 
estimate  of  the  amount  of  capitaT  invested  in  it.  At  all  events,  the 
telegraphs  are  worked  at  a  loss. 

Before  quitting  the  subject  of  profit,  I  will  add  a  few  words  on  a 
question  which  has  been  raised  with  regard  to  it,  and  which,  though  it 
does  not  come  within  the  province  of  Political  Economy,  I  am  unwilling 
to  pass  over  altogether.  Many  socialists  hold  the  opinion  that  there 
ought  to  be  no  such  thing  as  profit,  and  that  whatever  is  received  by 
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capital  ky  in  reality,  nnjimtly  taken  away  from  labour.  I  haye 
endeavoured  to  show  ttiat  the  reason  why  capital  yields  a  profit  is,  that 
its  accomnlation  increases  in  prodactiveneas  of  labonr,  and,  therefore, 
there  most  be  a  profit  wherever  machinery  is  employed,  and  wherever 
labomers  are  maintained  for  any  length  of  time,  while  engaged  in  any 
other  work  than  that  of  procuring  food.  This  profit  need  not  be 
^propriated  by  the  persons  who  provide  the  capital,  but  may  be 
distributed  among  the  labourers  under  the  name  of  wages ;  and  it  is  a 
l^itimate  sabject  for  discussion,  whether  it  is  beneficial  to  society  that 
those  who  do  not  labour  should  derive  any  benefit  from  the  labour  of 
others.  But  whatever  soiution  of  the  question  be  preferred,  the  fact  of 
profit  will  still  remain,  whether  a  class  of  capitalists  does  or  does  not 
exist.  It  does  not  belong  to  Political  Economy  to  defend  the  existing 
arrangements  of  society ;  and  it  is  highly  undesirable  to  base  any  theories 
respecting  the  science  on  their  supposed  harmony  with  any  notions  of 
social  equity,  Bastiat  considers  that  the  theory  that  the  rate  of  profit 
tends  to  fall  as  society  advances,  is  the  one  which  is  best  fitted  to  show 
that  the  interests  of  capitalists  and  labourers  are  harmonious,  while,  if  I 
am  right  in  supposing  the  rate  to  be  permanent,  both  dassea  must  be 
equally  benefitted  by  every  improvement  in  production,  and  equally 
injured  by  whatever  impedes  it ;  but  whichever  of  these  theories  be  the 
correct  one,  the  question  must  be  decided  solely  by  reasoning  fi*om 
economic  principles,  and  no  theory  which  can  receive  the  sanction  of 
fldenoe,  can  in  any  way  affect  the  truth  of  his  great  principle,  that  ''tons 
les  interdts  l^tunes  sent  harmoniques." 
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CHAPTER  v.— BENT. 

DEFINITION    OF    BENT— CAUSE    OF    BENT— BISE    OF    BBBT   WITH   THE 
PB0GBES8  OF  BOdETT. 

Bebides  wages  and  profit^  there  jet  remains  a  third  division  of  wealth, 
to  which  the  name  of  rent  has  been  given  ;  and  the  examination  of  the 
laws  which  govern  it  will  terminate  the  sabject  of  distribution.  After 
the  toil  of  the  labourer  and  the  abstinence  of  the  capitalist  have  beai 
remunerated,  what  remains  of  the  product  is  given  over  to  the  landlord 
or  owner  of  the  soil,  although  he  has  contributed  neither  labour  nor 
abstinence  towards  it  production,  but,  as  has  been  said,  simply  holds  out 
his  hand  to  receive  it.  This  surplus  is  called  rent,  but  the  word  has 
generally  a  more  extended  meaning,  and  commonly  includes  all  payments 
which  are  made  to  the  proprietor  of  a  piece  of  land,  or  of  a  house,  in 
return  for  permission  to  use  them.  In  reality  the  rent  of  a  house  is,  in 
general,  no  more  than,  or  is,  at  least,  in  great  part,  the  profit  on  the 
capital  employed  in  building  it,  and,  as  such,  it  requires  no  further 
explanation.  Houses  cannot  be  built  unless  the  builders  obtain  the  same 
rate  of  profit  as  other  traders,  and  those  who  use  them  must  pay  as  much 
as  will  give  the  builders  the  necessary  sum ;  but  the  ground-rent  which 
the  builder  has  to  pay  is  not  to  be  so  explained,  since  it  is  often  paid  ibr 
ground  on  which  no  capital  whatever  has  been  expended,  and  where, 
accordingly,  there  is  no  abstinence  to  remunerate.  In  like  manner  the 
rent  of  a  farm  often  consists  in  part  of  the  profit  on  the  capital  expended  by 
its  landlord,  or  former  occupier,  in  improving  it,  and  if  it  were  only  in  such 
cases  that  rent  were  paid  there  would  be  no  occasion  to  treat  of  it 
separately,  but  it  might  be  dismissed  as  a  form  of  profit.  Bent,  in  the 
economic  sense  of  the  term,  denotes  only  the  surplus  value  of  the  product 
of  industry  beyond  the  profit  and  wages  of  the  producers,  and  it  is  in 
this  sense  alone  that  the  word  will  be  henceforth  used.  It  matters  not 
whether  the  same  person  is  owner  and  occupier  of  a  farm,  or  whether 
they  are  two  persons,  but,  in  either  case,  the  excess  of  the  yield  beyond 
what  is  sufficient  to  give  the  ordinary  wages  of  the  labour,  and  the 
ordinary  profit  on  the  capital  employed  constitutes  the  rent,  and  its 
existence  is  the  phenomenon  to  be  explained.  Thus  it  will  have  been 
seen  that  several  of  the  terms  hitherto  employed,  capital,  value,  profit, 
and  rent,  have  all  been  used  in  a  sense  somewhat  different  to  that  which 
is  usually  assigned  to  them,  and  Political  Economists  have  been  frequently 
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oauored  forpanaing  thifipracfcioe^  which  has  been  described  as  pedantic, 
and  ocmfoBing  to  the  reader.  The  latter  objection  is  certainly  well- 
ibimded,  and  many  erroneous  theories,  and  many  hostile  criticisms,  have 
had  no  other  origin  than  the  misunderstanding  of  a  writer  who  has  used 
a  word  in  a  sense  somewhat  different  fix)m  that  commonly  assigned  to 
it  This  has  particularly  been  the  case  with  regard  to  rent,  and  many 
of  the  controyersies  which  are  still  raging  on  this  subject  might  be  set  at 
rest  if  the  disputants  could  consent  to  use  the  same  words  in  the  same 
seose.  Sir  H.  S.  Maine  complains*  that  the  minds  of  Indian  officials 
hsTe  been  confused  by  their  attempts  to  reconcile  the  rent  actually  paid 
\fj  the  uatiyes  of  India  for  the  land  which  they  cultivate  with  the  rent 
which  Economists  suppose  that  farmers  have  to  pay.  It  is  much  to  be 
regretted  that  any  mistakes  should  have  arisen  from  this  source,  for  the 
problem  before  the  Economist  is  very  different  from  that  which  the 
statesmen  of  India  have  to  solve.  The  former  seeks  to  discover  the 
reason  why  a  certain  portion  of  the  product  of  agriculture  is  given  to 
persons  who  have  not  laboured  to  produce  it,  while  the  latter  have  to 
detomine  how  much  it  is  possible  or  desirable  to  make  the  cultivators  of 
hidia  pay  towards  the  expenses  of  Qovemment.  It  is  necessary  that 
some  term  should  be  used  to  express  the  thing  which  Economists  are 
examining,  and  it  would  be  a  great  advantage  if  they  could  follow  the 
example  set  by  diemists,  and  invent  new  names  for  the  elements  which 
their  analysis  discovers,  but  as  this  cannot  be  done,  there  is  no  other 
alternative  except  to  use  the  word  which  most  nearly  corresponds  to  the 
idea,  and  to  give  due  notice  that  it  will  be  restricted  to  that  sense  alone. 
Dr.  Whewell,  in  the  notice  of  his  friend  Jones,  prefixed  to  his  edition  of 
(he  htter's  literary  remains,  remarks  that  the  payment  maile  by  the 
caltivators  to  the  owners  of  the  soil  is  nowhere  the  same  as  the  rent  in 
the  economic  sense  of  the  term,  and  he  asks  which  of  the  two  is 
more  deserving  of  attention,  the  actual  rent  which  is  paid  in  all  parts 
of  &e  world,  or  the  economic  rent  which  is  nowhere  paid?  The 
qioestion  shows  an  inability  to  appreciate  the  true  object  of  science,  since 
it  is,  in  effect,  to  ask  whetiiier  complex  phenomena  ought  to  be  analysed 
or  examined  in  all  their  complexity.  He  might  as  well  have  asked  which  is 
the  most  deserving  of  attention,  the  actual  water,  which  contains  numerous 
inqHirities,  or  the  chemical  water,  which  consists  of  oxygen  and  hydrogen 
alone.  In  order  to  unravel  the  intricate  web  which  society  presents  to 
Vfl,  it  is  necessary  to  follow  up  the  different  threads  one  by  one,  and  to 
object  to  this  process  on  the  mere  ground  that  the  web  is  intricate,  is 
the^nme  thing  as  to  object  to  the  solution  of  a  difficulty  merely  because 
theie  is  a  difficulty. 

*  Bee  the  Chapter  on  Profit  and  Bent  In  his  '<  YiUage  Communitiea.*' 
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The  first  afctempfc  to  explain  the  existence  of  rent  was  made  by 
Qaesnej,  the  founder  of  the  school  called  ''The  Economists"  in  the 
last  oentnrjy  and  his  theory  was,  that  agricultm^  yielded  a  rent  while 
mannfoctores  did  not^  because^  in  the  former  occnpation  nature  co-ope- 
rated with  man^  and  gave  a  surplus  above  the  expenses  of  production. 
He  accordingly  maintained  that  all  taxes  were  really  paid  ont  of  the 
snrplns  product  of  agriculture^  since  all  that  was  produced  in  manu&c- 
turing  industry  was  consumed  by  the  labourers  as  fast  as  they  produced 
it ;  and  he  recommended  that  the  whole  revenue  of  the  State  should  be 
obtained  by  a  tax  on  the  rent  of  the  land^  as  this  would  be  the  most 
direct  way  of  obtaining  a  revenue  from  that  which  alone  is  able  to 
furnish  it.  A  little  reflection  will^  however^  show  that  this  theory  is 
unsound,  for  nature  co-operates  with  man  in  manufacturing  just  as  she 
does  in  agricultural  industry,  and  no  rent  is  paid  in  many  cases  in  which 
the  assistance  of  nature  is  most  marked  and  important.  It  is  owing  to 
natural  forces  that  the  combustion  of  coal  is  able  to  work  the  machinee 
of  our  factories,  and  yet  the  rent  which  our  manufacturers  have  to  pay 
is  in  respect  of  the  ground  which  they  occupy,  and  not  of  the  use  which 
they  make  of  the  power  of  steam ;  and  they  would  have  to  pay  as  much 
if  they  erected  dweUing-houses  on  the  site  instead  of  factories.  Black- 
berries are  spontaneously  produced  by  nature,  and  the  labour  of  procur- 
ing them  is  nothing  more  than  that  of  picking  them,  and  yet  no  rent  is 
paid  for  permission  to  obtain  them.  The  fish  of  the  sea  are  produced  in 
the  same  way  without  human  labour ;  and  yet  no  rent  is  paid  for  the 
co-operation  of  nature  in  the  work  of  providing  them  for  human  use.  In 
fact,  Quesney's  theory  does  not  explain  why  the  service  of  nature  should 
need  any  recompense  at  all,  since,  if  it  enables  man  to  produce  things 
more  easily  than  he  could  otherwise  do,  this  would  explain  why  the 
articles  produced  should  be  cheap  and  wages  high ;  but  not  why  a  por- 
tion should  be  set  aside  for  the  benefit  of  an  unproductive  class.  When 
a  discovery  is  made  which  enables  man  to  call  in  the  aid  of  new  natural 
forces  in  a  branch  of  manufactures,  the  effect  is  to  reduce  the  cost  of  the 
articles,  but  not  to  raise  the  rent  of  the  factories ;  and  Quesney  does  not 
explain  why  a  difierent  result  should  follow  from  the  assistance  of  natural 
forces  in  agriculture. 

The  true  explanation  was  first  given  by  Dr.  Anderson  in  1777,  but  its 
truth  and  importance  were  so  well  demonstrated  by  Bicardo  forty 
years  later,  that  it  has  always  been  known  as  Ricardo's  theory  of  rent. 
According  to  him^  it  is  not  because  nature  co-operates  with  man,  but 
because  she  gives  him  less  assistance  in  some  places  than  in  others,  that 
rent  is  paid  for  the  use  of  the  more  favoured  localities.  In  speaking  of 
raw  produce,  I  have  pointed  out  that  ail  is  not  raised  at  the  same  cost. 
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but  that  it  JB,  neverth&Idfis,  all  sold  at  tixe  same  prioe^  which  must  neoea- 
Barfly  be  aoffident  to  compensate  the  labour  and  abstineiioe  exerted  in 
raiaiiig  the  produce  in  the  least  fayoured  locality.  But>  if  the  yaine  of 
the  produce  be  equal  to  its  cost  on  the  worst  soils,  it  must  be  more  than 
Bofficient  to  repay  the  cost  of  raising  it  on  the  better  soils ;  and  hence 
those  prodacers  who  enjoy  possession  of  the  superior  lands  must  receive 
Bomething  moie  than  the  same  profit  and  wages  as  the  others  obtain.  If, 
for  instance,  the  labour  of  one  man  is  sufBcient  to  produce  105  hecto- 
litTes  of  wheat  on  the  mai^  of  cnltiyation,  and  the  profit  on  the 
capital  employed  is  equal  to  5  per  cent.,  the  value  of  100  hectolitres 
will  be  equal  to  one  year's  labour ;  and  if  on  another  tarm  the  same 
amount  of  labour  and  capital  produces  125  hectolitres,  the  value  of  these 
willbeequal  to  the  labour  of  a  year  and  a  quarter.  It  will  not  be  merely 
equal  to  a  year's  labour,  for  thero  cannot  be  two  prices  in  one  market ; 
and  as  it  is  a  matter  of  indiBferenoe  to  a  purchaser  how  much  the  article 
which  he  buys  has  cost  the  seller,  he  will  be  quite  as  willing  to  give  a 
year's  labour  for  100  hectolitres  grown  on  good  land,  as  for  the  same 
quautiiy  grown  on  poor  land ;  and  the  formers  will  accordingly  demand 
the  same  terms  in  both  cases*  Hence  thero  will  be  a  surplus  of  the  value 
of  20  hectolitres,  the  disposal  of  which  is  to  be  accounted  for.  It  will 
not  go  to  increase  the  wages  of  the  labourer,  since,  by  the  supposition,  ho 
could  not  produce  moro  than  100  heotolitros,  if  he  left  the  fiftrm  and 
commenced  farming  on  his  own  account,  for  all  the  lands  on  which  moro 
could  be  raised,  are  akeady  occupied,  and  he  could  only  obtain  land 
equal  to  the  worst  already  cultivated ;  for,  of  course,  all  the  better  lands 
have  been  selected  beforo  the  worse  wero  resorted  to.  It  oould  not  go  to 
an  increase  of  profit,  for  the  rate  of  profit  cannot  be  higher  in  one  trade 
than  it  is  in  oUiers,  and  if  the  possession  of  a  particular  piece  of  land 
enables  its  owner  to  obtain  moro  than  the  ordinary  rate,  he  con  easily 
find  some  capitalist  who  will  consent  to  take  it  on  condition  of  paying 
him  whatever  is  in  excess  of  the  usual  rate,  which,  in  the  present  case,  is 
the  value  of  20  hectolitres,  which  still  leaves  him  a  profit  of  5  per  cent., 
and  this  surplus  is  the  ront  of  the  land.  Thus,  it  wiU  be  seen  that  ront 
BpringB  naturally  from  the  fact  that  differentsoils  aro  of  differont  degrees 
of  fertility,  a  fact  whidi  is  too  well  known  to  require  proof;  and  even  if 
all  soils  wero  equally  fertile,  their  geographical  position  would  still  give 
rise  to  difieronces  among  them  which  would  make  the  labour  employed 
upon  some  of  them  moro  productive  than  on  others.  If  thero  are  two 
&nD8  of  equal  fertility,  the  produce  of  both  of  which  is  sent  to  the  same 
market,  one  of  which  is  distant  only  10  kQometres,  and  the  other  100 
kilometres  from  it^  the  labour  of  conveying  the  produce  wiU  obviously 
be  much  less  in  the  case  of  the  former  than  in  that  of  the  latteri  and  the 
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former  will  yield  a  rent  equivalent  to  the  advantage  derived  from  its 
position.  It  is  always  observed,  accordingly,  that  rent  is  higher  in  the 
neighbourhood  of  London  and  Paris  than  in  districts  remote  from  the 
towns  to  which  their  produce  is  sent,  and  that  the  opening  of  a  new  rail- 
way is  followed  by  a  rise  of  the  rent  of  the  adjoining  lands. 

It  is,  indeed,  observed  also,  that  wages  are  higher  in  the  neighbour- 
hood of  large  cities,  but  this  is  the  consequence  of  the  greater  skOl  or 
strength  of  the  labourers ;  the  former,  perhaps,  produced  by  the  more 
frequent  intercourse  with  the  active  and  intelligent  inhabitants  of  the 
city.  It  is  found  that  a  Dorsetshire  labourer  cannot  do  much  more  than 
half  as  much  work  as  a  Yorkshireman,  and  this  is  because  he  is  badly 
fed ;  and  this,  in  its  turn,  is  the  consequence  of  the  low  wages  which  his 
ineflSciency  causes  him  to  receive.  If  manu£EM$tures  were  to  arise  in 
Dorsetshire,  there  would  soon  take  place  a  rise  of  wages,  which  would 
commence  in  the  towns  where  more  intelligent  labourers  would  be  im- 
ported or  produced,  and  would  gradually  spread  to  the  rural  districts, 
because  the  labourers  would  desire  to  flock  into  the  towns,  and  the 
farmers  to  retain  them  by  giving  higher  wages,  which  would  be  followed 
by  a  corresponding  improvement  in  the  efficiency  of  the  rural  labourers, 
through  the  better  diet  and  clothing  which  it  would  enable  them  to 
obtain.  The  neighbourhood  of  a  town  would  also  afford  an  opportunity 
for  the  occasional  employment  of  the  labourers,  or  their  children,  which 
would  form  an  addition  to  their  wages ;  and  the  &cility  which  it  would 
afford  to  the  farmers  for  disposing  of  their  produce  would  enable  them 
to  find  more  constant  employment  for  their  labourers,  and,  therefore,  to 
give  them  higher  wages.  But  after  the  labourers  have  been  remunerated 
in  proportion  to  their  efficiency,  there  still  remains  a  difference  in  &vonr 
of  the  most  conveniently-situated  farms,  and  this  the  landlord  can  appro- 
priate as  rent,  since  the  rate  of  profit  is  the  same  in  all  parts  of  the  country, 
and  the  competition  of  the  capitalists  will  compd  them  to  content 
themselves  with  the  usual  rate,  and  to  pay  the  surplus  to  the  landlord. 
It  will  be  seen  that  the  theory  assumes  that  there  is  in  every  country  a 
certain  margin  of  cultivation,  or  land  which  pays  no  rent,  and  that  there 
are  three  distinct  classes,  the  landlords,  the  capitalists,  and  the  labourers, 
who  are  maintained  out  of  the  produce  of  the  soil.  The  margin  of  cul- 
tivation, is  of  course,  determined  by  the  population  of  the  country  ^  and, 
if  from  any  cause  the  margin  should  rise,  «.«.,  much  land  aheady  culti- 
vated, should  go  out  of  cultivation,  a  fall  of  rent  would  be  the  conse- 
quence. If,  for  instance,  in  the  case  above  supposed,  a  diminution  of  the 
population  should  render  it  unnecessary  to  cultivate  land  yielding  less 
than  115  hectolitres  for  each  man  employed,  the  rent  of  the  superior 
land  yielding  125  hectolitres,  would  M  from  20  to  10  per  annum;  aodif 
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an  improvement  were  saddenlj  introdnoed  into  agricoltnre  by  which  the 
produce  of  the  inferior  land  would  be  so  much  increaaed  that  none 
would  yield  less  than  115  hectolitres,  and  that  much  which  had  yielded 
less  might  be  suffered  to  go  out  of  cultiyatiouy  rent  would  in  the  same 
way  M  to  10  hectolitres.  It  was  by  such  reasoning  that  Bicardo  was 
led  to  enunciate  his  celebrated  paradox,  that  the  interest  of  landlords  is 
opposed  to  agricultural  improvements ;  and,  in  the  sense  in  which  he 
mideistood  the  terms,  the  proposition  is  perfectly  true.  By  a  landlord 
he  understood  one  who  lives  entirely  on  the  rent  of  his  land,  without 
expending  any  capital  upon  it;  and  by  an  agricultural  improve* 
ment,  he  meant  the  sudden  adoption  of  some  new  process  which  would 
enable  the  whole  quantity  of  food  required  by  the  whole  people  to 
be  produced  on  a  smaller  quantity  of  land  than  had  before  been 
necessary,  and  he  assumed  that  no  increase  of  population  took  place. 
Under  these  circumstances  the  interval  between  the  worst  land  and 
the  best  land  in  cultivation  is  diminished;  and  the  rent  which 
corresponds  to  this  interval  is  diminished  also,  and  the  landlord  is 
accordingly  a  loser  by  the  change.  The  proposition  appears  paradoxical, 
because  it  is  obvious  that  landlords  who  expend  capital  in  improving 
thehr  estates,  derive  a  greater  revenue  from  them ;  but  the  increase 
should  be  more  properly  regarded  as  profit  than  as  rent ;  though,  if  the 
improvement  be  a  permanent  one,  the  increase  is  enjoyed  by  their 
sucoessoTB  in  the  same  way  as  if  it  were  derived  from  the  natural 
properties  of  the  soil,  and  is  paid  because  the  land  is  superior  to  the 
worst  cultivated  in  the  country.  The  case  cannot  occur,  because 
agricultural  improvements  are  only  introduced  by  degrees,  and  are 
generally  followed  by  an  increase  of  population ;  and  even  where  this 
does  not  take  place,  the  land  which  is  no  longer  employed  for  producing 
food,  is  used  for  some  other  purpose,  and  the  landlords  lose  nothing  by 
the  change.  The  general  tendency  is  towards  improvement  in  some 
places,  while  the  old  system  is  still  pursued  in  others ;  so  that  the  landlord 
derives  the  benefit  in  those  cases  where  the  improvement  is  adopted, 
and  the  new  process  enables  inferior  land  to  be  cultivated  and  yield  food 
at  its  former  cost,  and  become  the  margin  of  cultivation  instead  of  the 
old.  The  question,  however,  has  more  than  a  theoretical  interest,  for 
English  landlords  long  upheld  the  Com  Laws  in  the  belief  that  their 
repeal  would  reduce  the  cost  of  com,  cause  land  to  go  out  of  cultivation, 
and  reduce  rents.  In  a  few  instances  this  may  have  happened,  but  the 
repeal  of  those  laws  did  not  produce  any  general  fall  of  rent ;  but  the 
large  importation  of  foreign  com  which  followed,  produced  an  increase 
of  population,  and  the  cost  of  wheat  was  not,  as  a  rule,  reduced.  In 
those  cases  in  which  it  was  not  thought  profitable  to  continue  to  grow 
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wheati  the  land  was  not  suffered  to  remain  idle^  bat  was  used  as  pastare, 
and  yielded  as  high  a  rent  as  before. 

As  the  valae  of  raw  produce  is  determined  by  the  cost  of  producing  it 
on  the  margin  of  cultivation,  and  as  this  yields  no  rent,  it  follows  that 
rent  is  not  an  element  in  the  production  of  value,  but  is  simply  its  effect, 
and  that  if  no  payments  were  made  by  ftrmers  to  landlords,  the  value  of 
the  produce  would  not  be  diminished.  The  same  rule  which  ^plies  to 
land  under  tillage,  applies  also  to  that  which  is  used  for  extracting 
minerals  of  any  kind,  and  the  rent  of  a  mine  is  the  excess  of  the 
value  of  its  produce  beyond  what  is  necessary  to  compensate  the 
labour  and  abstinence  exerted  in  working  the  worst  mine  of  the  kind 
which  is  permanently  worked.  The  high  rents  paid  for  building-land  in 
the  midst  of  a  town  are,  in  the  same  way,  the  results  of  the  facilities  whidi 
the  sites  afford  for  carrying  on  a  larger  business  than  can  be  done  in  the 
country.  The  almost  fabulous  prices  paid  for  land  in  the  city  of  London, 
tend  to  keep  down  the  rate  of  profit  in  the  city  to  the  same  level  as  in 
the  suburbs,  for,  if  it  were  not  for  the  rise  of  rent,  the  tradesmen  of  the 
city  would  enjoy  a  great  advantage  by  living  in  the  immediate  neighbour- 
hood of  aU  the  houses  of  business,  wharves,  banks,  etc.,  to  which  they 
have  occasion  to  resort.  Their  competition,  however,  makes  them  content 
themselves  with  tho  usual  rate,  and  pay  the  difference,  in  the  form  of 
rent,  to  the  owners  of  the  ground  on  which  their  warehouses  are  built, 
and,  even  if  they  are  so  fortunate  as  to  be  themselves  the  owners,  this 
would  not  be  considered  as  securing  them  higher  profits,  but  rather,  as 
showing  that  they  have  invested  a  larger  sum  in  their  business,  since 
they  can  at  any  time  obtain  a  large  sum  by  selling  the  land  and  merely 
taldng  a  lease  of  their  houses,  but,  if  they  do  not  do  so,  they  may  be 
supposed  to  find  it  more  profitable  for  their  business  to  invest  it  in  the 
land.  The  value  of  land  is  simply  the  value  of  the  prospect  of  receiving 
rent  from  it,  and  the  reason  why  it  has  a  value,  although  no  labour  has  been 
expended  upon  it,  is  simply  that  some  portions  of  it  are  more  productivo 
than  others,  and  that  the  better  land  is  worth  something  in  consideration 
of  the  labour  which  it  saves  to  its  possessor.  Wages  and  profit  are  like 
the  primary  and  secondary  strata,  which.  Geologists  tell  us,  are  to  be 
found  in  idl  parts  of  the  world,  either  above  or  below  the  surfiioe, 
while  rent  is  like  the  tertiary  strata,  only  to  be  found  in  a  few  scattered 
localities. 

It  has  been  frequently  objected  to  Bicardo's  theory,  that  the  actual 
payment  made  by  fiymers  to  the  owners  of  the  soil  is  not  the  same  as 
that  which  the  theory  supposes,  and  much  labour  has  been  employed  in 
collecting  information  from  all  parts  of  the  world  in  ordor  to  decide 
what  it  is  that  they  actually  do  pay*    The  landed  tenures  of  diiEnreat 
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oonnCries  present  nnineTonfl  and  important  differences  amongst  themselves, 
bat  when  thej  are  closely  examined  it  will  be  seen  that  they  do  not 
hnaah  any  grounds  for  questioning  the  truth  of  the  theory.  In  some 
coimtries,  as  in  those  parts  of  France  and  Italy  where  the  '^ metayer'' 
sjitem  is  in  yogue,  the  landlord  receives  not  a  fixed  sum  of  money,  but 
a  certain  share  of  the  produce,  sometimes  one-half,  but  more  generaUy 
one-third,  and  this  certainly  is  not  the  same  as  the  rack-rent  which  they 
would  obtain  if  they  offered  their  farms  for  competition  after  the  English 
fashioD.  In  India,  again,  the  ryots  pay  to  the  State  a  fixed  proportion 
of  the  produce  of  the  land  which  they  cultivate,  and  no  attempt  is  made 
to  obtain  a  higher  payment  by  letting  the  land  to  those  who  offer  the 
b^t  terms.  In  the  former  of  these  cases  the  landlord  is  required  to  bear 
part  of  the  expenses  of  cultivation,  aud  he  is,  in  &ct,  a  capitalist  who 
requires  a  profit  .on  the  capital  which  he  expends,  and  the  sum  which  he 
receives  may  be  no  more  than  the  rent,  properly  so  called,  and  the  profit 
to  which  he  is  entitled.  If  it  be  less  than  this,  the  **  Metayer  "  (as  the 
tenant  is  calkd)  receives  a  portion  of  the  rent,  and  Bicardo's  theory 
does  not  pretend  to  say  that  the  landlord  always  receives  the  rack-rent, 
but  only  that  he  can  do  so  if  he  offers  his  land  for  competition  to  a  class 
of  capitaliBt  farmers.  In  India,  the  payment  which  the  ryots  have  to 
make  is  a  tax  determined  not  by  competition  but  by  the  will  of  the 
Govermnent,  aud  it  may  be  paid  out  of  rent,  of  profit,  of  wages,  or  of 
all  three,  without  affording  any  proof  that  the  produce  of  the  land  is  not 
divisible  into  these  three  categories.  In  some  countries,  as  in  parts  of 
Belgium  and  Grermany,  the  same  person  is  both  owner  and  cultivator  of 
the  ground,  and  unites  the  functions  of  landlord,  capitalist,  and  labourer, 
and  in  such-a  case  he  haa  no  payment  to  make  for  the  use  of  the  soil,  but 
aa  different  farms  vary  in  fertility,  the  peasant  who  is  proprietor  of  a 
snperior  one  receives  more  in  return  for  the  same  amount  of  labour  and 
capital  expended,  and  the  surplus  is  the  rent  which  he  could  obtain  if  he 
let  his  land  to  another,  and  the  amount  of  which  would  determine  the 
price  which  he  would  receive  if  he  sold  it. 

A  more  serious  objection  is,  that  there  is,  in  fact,  no  land  which  does 
not  yield  a  rent ;  and  it  is  m^ed  in  proof  of  this  that  landlords  would 
not  let  any  land  without  exacting  a  rent  for  it.  In  fact,  however,  the 
good  land  does  not  lie  in  one  part  of  the  country  and  the  poor  land  in 
another,  but  they  are  intermingled,  and  the  same  team  contains  some  of 
each,  while  the  rent,  though  nominally  charged  for  eveiy  hectare,  is,  in 
reality,  paid  for  the  good  only,  a  deduction  being  made  in  consideration 
of  the  Imd  for  which  no  former  would  consent  to  pay  anything.  This 
fact  may  partly  explain  why  large  farmers  are  required  to  pay  a  smaller 
rent  per  hectare  than  peasants  who  only  occupy  three  or  four  hectares, 
since  the  latter  can  more  easily  select  a  piece  of  ground  no  part  of  which 
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is  extremely  poor.  This,  however^  is  not  safficient  to  e!]9lain  the 
extremely  high  rent  which  can  be  obtained  for  very  small  holdings^ 
which  can  only  be  acconnted  for  by  the  wonderflil  efficiency  of  the  labour 
expended  upon  them.  The  average  yield  of  wheat  per  hectare  amounts 
in  England  to  25  hectolitres^  and  tiiis  is  a  much  higher  rate  than  prg- 
rails  in  other  oonntrieSy  and  50  hectolitres  is  considered  a  large  yield 
for  the  best  land ;  but  40  hectolitres  have  been  obtained  by  a  labonrer 
from  a  piece  of  ground  of  the  extent  of  40  ares^  thus  being  at  the  rate 
of  100  hectolitres  per  hectare.  The  industry  of  a  man  working  on  his 
own  account  is  so  much  superior  to  that  of  a  hired  labourer  that  the 
psoduce  is  very  much  increased,  and  the  landbrd  can  obtain  a  con- 
siderable share  of  this  increase,  because  the  tenant  would  rather  pay  a 
much  higher  rent  than  be  ejected  from  his  &rm  and  sink  into  the  con- 
dition of  a  hired  labourer.  If  hired  labourers  could  be  induoed  to 
work  as  steadily  and  carefhlly  as  peasant-proprietors,  a  great  rise  of 
wages  would  be  the  result ;  but,  as  this  cannot  be  done,  the  landlords 
are  able  to  appropriate  much  of  the  benefit,  and  to  reduce  the  receipts 
of  the  peasants  to  little  more  than  the  usual  rate  of  wages  and  the 
usual  profit.  In  many  cases,  where  laud  is  too  poor  to  affoid  a  rent^  it 
is  cultivated  by  the  owners,  who  derive  from  it  merely  the  usual  profit, 
after  paying  the  wftges  of  the  people  employed ;  and  tixus  the  objeotion 
that  there  is  no  land  which  affords  no  rent,  hardly  accords  with  the 
facts.  But  even  if  it  were  true  that  there  was  no  land  whidi  did  not 
pay  rent,  there  would  still  remain  the  &ct  that  all  ci^ital  employed  in 
agriculture  is  not  equally  productive ;  and  even  if  a  fiumer  has  to  pay 
rent  for  every  hectare  which  he  occupies,  some  of  the  capital  which  he 
expends  in  improving  his  land  to  the  highest  pitch  brings  him  iu  no 
more  than  the  ordinary  profit.  To  render  the  theory  still  more  accurate, 
we  must  say  that  rent  is  paid  wherever  agricultural  capital  is  employed 
in  any  other  than  the  least  &vourable  circumstances,  and^  with  this 
modification,  it  holds  true  in  all  states  of  society ;  and  the  ftrmers  who 
find  that  some  portions  of  their  capital  yield  more  than  the  ordinary 
profit,  are  compelled,  under  the  rule  of  competition,  to  give  the  SQrjdos 
to  the  landlords.  It  is  true,  that,  in  America  and  Australia,  the 
Government  obtains  a  rent,  or  a  price  for  waste  land,  even  when  of  no 
better  quality  than  the  worst  already  cultivated,  and  this  fiiot  is  oer- 
tainly  not  accounted  for  by  the  theory;  but  this  does  not  show  that  the 
theory  is  incorrect,  but  only  that  there  is  some  other  cause  in  operation 
besides  that  of  which  the  theory  takes  account.  One  iadt  cannot  con- 
tradict another  &ct,  and  the  theory,  if  it  be  correctly  drawn  from  facts, 
cannot  be  affected  by  any  other  &ctB  which  may  be  brought  forward.  Ab 
Gaimes*  has  well  observed :  ^'We  have  here  no  alternative  but  to  aoERime 
*  Character  and  Logical  Method  of  PoUtical  Sconomy,  1857,  p.  153  (Me?). 
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the  extttence  of  a  disfcnrbmg  cause.  In  the  caae  before  ub»  e.g.,  nnder 
whatever  circamstances  rent  may  be  fonnd  to  exists  this  can  never  shake 
oor  £uth  in  the  &ct8  that  the  soil  of  the  country  is  not  all  equally 
fertile,  and  that  the  productive  capacity  of  the  best  soil  is  limited  ;  nor 
weaken  our  confidence  in  the  conclusions  drawn  from  these  facts,  that 
agricultural  produce  is  raised  at  different  costs,  and  that,  in  the  play  of 
human  interests,  this  will  lead  to  the  payment  of  rent  to  the  proprietor 
of  the  superior  natural  agent."  In  &ct,  a  payment  made  nnder  these 
circumstances  owes  its  origin  to  the  will  of  the  Government^  and  is  quite 
as  much  a  tax  as  an  income-tax  or  a  sugar-duty,  and  it  cannot,  in  an 
ecouomical  point  of  view,  be  considered  as  rent.  It  is  not  a  surplus 
beyond  the  expenses  of  cultivation,  but  is  a  part,  and  it  may  be  a  serious 
part,  of  the  expenses  of  reclaiming  the  land  in  questioi\,  and  while  rent 
is  not  the  cause,  but  the  effect,  of  the  value  of  raw  produce,  a  tax  on 
waste  land  tends  to  raise  the  price  of  agricultural  produce  to  such  a  . 
point,  that  the  burden  is  equally  divided  between  the  farmers  and  all 
oUier  consumers.  When  a  government  professes  to  charge  the  same 
price  for  all  the  waste  land  at  its  disposal,  it  cannot,  of  course,  make  the 
bad  hmd  equal  in  value  to  the  good ;  but  the  former  remains  unsold, 
and  only  those*  lots  are  taken  up  which  are  considered  equal  to  those 
already  occupied.  The  Government  of  Queensland  offers  to  inmiigrants 
a  land-order,  entitling  its  holder  to  16  hectares,  said  to  be  worth  l,000f., 
but  this  is  simply  an  imposition  on  the  credulity  of  the  immigrant,  and 
those  who  receive  them  find  that  there  are  no  lands  not  yet  disposed  of 
which  are  worth  l,000f.,  or,  indeed,  any  other  sum,  and  that  the  order 
is  simply  so  much  waste  paper.  What  is  freely  given  away  cannot  be 
wordi  much  i  and  the  Queensland  Government  might  just  as  well  offer 
to  the  inmiigrants  a  present  of  a  thousand  francs  worth  of  air.  If  a 
Bettkr  has  purchased  a  piece  of  ground  from  the  Government,  which  he 
finds  to  be  not  so  good  as  he  expected,  he  sells  it  at  a  reduced  price  to 
some  one  else,  and  thus  the  poor  land  soon  ceases  to  afford  a  rent.  The 
perverse  ing^nily  of  Wakefield  was  strained  to  the  utmost  in  devising 
means  to  prevent  the  operation  of  this  natural  process,  but  no 
Oovemment  has  ever  been  able,  or  has  eyen  persistently  tried  to  repress 
it,  and  what  is  worth  nothing  soon  ceases  to  have  any  value.  Both  in 
the  United  States  and  in  British  Colonies  it  is  now  found  to  be  a  wiser 
plan  to  give  away  laixd  to  intending  settlers.  In  conrnierdal  language 
the  name  of  rent  is  often  applied  to  the  royalty  received  by  a  patentee 
fix)m  lA  those  who  make  use  of  his  invention,  as,  e.g.,  that  received  by 
Hr.  BeEBemer,  in  req)ect  of  his  invention,  was  called  the  Bessemer  rent ; 
hut  this,  too,  18  not  a  surplus  above  the  expenses  of  production,  but  is  a 
part  of  them,  and  the  expiration  of  the  time  for  which  the  patentee's 
rights  endure,  is  looked  forward  to  as  the  date  when  a  reduction  of  the 
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price  of  the  patented  article  will  take  place.  The  existence  of  such  a 
rent  is  entirely  owing  to  the  action  of  Government,  and  it  only  differs 
from  other  taxes  in  being  imposed  for  the  benefit  of  an  indiyidoal, 
instead  of  for  that  of  the  State. 

It  is  admitted  on  all  hands  that  a  rise  of  rent  accompanies  the  pro- 
gress of  society  in  wealth  and  civilisation,  but  great  diflference  of  opinion 
exists  as  to  the  canse  by  which  this  result  is  brought  about.  Bicardo 
ascribes  it  to  the  increase  of  population,  which  renders  it  necessary  to 
resort  continually  to  poorer  and  poorer  soils  in  order  to  obtain  food,  smce 
as  rent  is  the  difference  between  the  produce  of  the  superior  lands,  and 
that  of  the  margin  of  cultivation,  it  is  clear  that  the  lower  the  margin, 
the  greater  is  the  surplus  which  the  better  lands  afford.  K  the  best  laud 
formerly  yielded  125  hectolitres  to  the  labour  of  each  man  employed, 
while  the  worst  yielded  105,  the  rent  of  the  best  would  be  equivalent  to 
20;  but  if  it  becomes  necessary  to  resort  to  land  which  yields  only 
84,  then  the  best  land  will  give  a  rent  of  41  ;  and  the  former  margin 
will  give  a  rent  of  21,  and  this  wiU  be  a  very  great  increase  of  rent  If 
it  were  true  that  the  cost  of  food  tends  to  rise  as  population  increases, 
Bicardo's  explanation  would  be  amply  sufficient;  but  I  have  already 
endeavoured  to  show  that  an  increase  of  population  is  the  effeet,  and 
cannot  be  the  cause,  of  an  increase  of  food,  and  that  the  cost  of  food 
tends  not  to  rise,  but  to  remain  stationary ;  and  it  is  therefore  necessary  to 
find  some  other  explanation.  It  has  been  frequently  objected  to  Ricardo's 
theory  (as,  e.g.,  by  Mr.  Rickards  in  his  "Population  and  Capital,") 
that,  in  point  of  &ct,  the  cost  of  food  does  not  continually  increase,  and 
has  not  done  so  in  England  during  the  last  five  centuries.  But  though 
this  shows  the  theory  to  be  inadequate,  it  does  not  show  it  to  be  incor- 
rect, since  Bicardo  and  his  followers  admit  that  the  upward  tendency 
may  be  counteracted  by  agricultural  improvements ;  and  the  fact  merely 
shows  that  the  latter  have  been  sufficient  to  prevent  the  cost  of  food 
from  rising. 

Mr.  Carey,  the  American  Economist;,  maintains  that  the  cost  of  agri- 
cultural, as  of  all  other  products,  tends  to  fall  as  society  advances ;  and 
he  altogether  denies  that  cultivation  commences  with  the  richer,  and 
gradually  extends  to  the  poorer,  soils.  In  an  able  and  interesting  chapter 
of  his  "  Principles  of  Social  Science,"  he  shows,  by  reference  to  almost 
every  country  in  the  world,  that  the  first  settlers  have  always  preferred 
the  less  fertile  hill-sides,  and  that  it  is  only  after  society  has  made  some 
progress  that  the  more  fertOe  river  bottoms  are  reclaimed.  But  though 
the  facts  are  as  Mr.  Carey  states  them,  they  are  not  sufficient  to  prove 
his  point,  for  it  by  no  means  follows  that  because  a  piece  of  land  yields 
more  for  each  hectare  than  another  piece  of  land,  it  yields  more  in  pro- 
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portion  to  the  labour  bestowed  upon  it.    The  yery  reason  which  he 
assigns  as  haying  induced  the  settlers  to  prefer  the  hiUnsides  is,  that  these 
lands  could  be  more  easily  drained  than  the  marshy  river  bottoms ;  and 
the  reclamation  of  the  latter  is  deferred  until  society  has  the  means  of 
bestowing  a  great  deal  of  labour  upon  the  task.   This  is,  in  eSect,  to  pay 
that  cultivation  begins  with  those  soils  which  yield  the  most  in  propor- 
tion to  the  labour  bestowed  on  them^  and  proceeds  gradually  to  those 
which  yield  less ;  and  this  is  all  that  Bicardo  contends  for.    One  reason 
which  Mr.  Carey  gives,  is  the  obvious  one  that  the  hill-sides  which  are 
easily  drained  are  more  healthy  than  the  valleys ;  and  this,  in  an  eco* 
nomic  point  of  view,  is  much  the  same  as  saying  that  they  require  less 
expenditure  upon  them  since  the  mortality  among  the  labourers  is  an 
important  element  in  the  cost  of  an  undertaking.    The  late  professor 
Eowe,  of  Heidleberg,  after  reciting  the  opposite  opinions  of  Ricardo 
and  of  Mr.  Carey,  respecting  the  effect  of  the  progress  of  society  on  the 
cosi,  of  food,  observes,*  that  neither  of  them  can  be  accepted  as  a  correct 
statement  of  a  general  law,  but  that  it  sometimes  happens  that  the  cost 
of  food  rises,  and  sometimes  that  it  falls ;  but  though  there  are  different 
forces  tending  in  opposite  directions,  it  does  not  follow  that  there  is  no 
general  cause  in  operation,  and  the  object  of  science  is  to  explain  what 
these  tendencies  are.    Our  answer  to  the  question,  why  rent  rises  as 
society  advances  must  be  determined  by  the  answer  which  we  give  to 
the  question  what  is  the  efifect  of  this  advance  on  the  cost  of  food ;  and, 
as  I  have  followed  Mr.  Rogers  in  maintaining  that  the  cost  of  food  tends 
to  remain  stationary,  so  I  follow  him  in  ascribing  the  rise  of  rent  to  the 
progress  of  agricultural  improvements.    It  is  not,  as  Ricardo  supposes, 
because  land  is  cultivated  which  only  yields  84  hectolitres,  that  the  land 
which  yields  105  comes  to  yield  a  rent,  though  it  had  not  previously 
done  so,  but  an  improvement  is  made  which  enables  105  to  be  got  from 
land  which  would  not  previously  yield  more  than  84 ;  and  this,  also, 
enables  more  than  105  to  be  obtained  from  the  old  land,  and  the  sur- 
plus goes  as  rent  to  the  landlords.     During  the  last  five  centuries 
nmneroos  improvements  of  various  kinds  have  taken  place  in  EngUsh 
agriculture,  such  as  the  introduction  of  the  rotation  of  crops  in  place  of 
the  old  system  of  faUows,  subsoil  drainage,  the  use  of  Ouano  and  other 
manures ;  and  the  efEect  of  all  these  has  been  an  enormous  increase  in 
the  average  yield  of  arable  land.    Five  centuries  ago,  the  average 
yield  of  wheat  per  hectare  was  only  7.25  hectolitres,  while  it  is  now  25 ; 
and  yet  it  does  not  appear  that  the  value  of  wheat  is  on  the  average  less 
at  &e  present  time  than  it  was  then.    Improvements  of  one  sort 

*  Grandsatze  der  Volkswirtlischaftslehre,  Achte  Ausgabe.    Leipzig  und  Heidel- 
beig^186§.    Br8teAbtlieiluDg,p.817. 
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or  anoUier  are  conBtantlj  taking  place,  but,  as  the  increaae  of 
population  keeps  pace  with  the  increase  of  food,  a  discoyery  is  sore 
to  be  followed  by  the  reclamation  of  land  which  was  formerly  thought 
too  poor ;  and  as  the  value  of  food  remains  stationary,  while  the  cost  of 
producing  it  is  diminished  throughout  a  great  part  of  the  country,  arise 
of  rent  is  the  necessary  consequence.  This  explanation,  however,  must 
not  be  confounded  with  that  given  by  Mr.  Carey,  who  miuntains  that 
the  rise  of  rent  is  entirely  due  to  the  expenditure  of  capital  on  the  part 
of  landlords,  and  that  rent  is  nothing  more  than  profit  on  the  capital 
expended  upon  land  by  its  present  or  previous  owners.  There  are  many 
cases,  no  doubt,  where  the  revenue  which  a  landlord  receives  fiom  his 
estate  is  entirely  owing  to  the  expenditure  which  he  or  his  predecessois 
have  made  on  its  improvement.  Oases  of  this  kind  may  be  found  where 
a  marsh  has  been  drained  at  a  great  expense,  and  where  the  outlay  has 
been  repaid  by  the  increased  productiveness  of  the  soil,  or  where  aa 
embankment  has  been  made  to  protect  a  district  from  the  encroachments 
of  the  sea  ;  and  such  cases  must  be  common  in  Holland ;  but  if  rent 
could  always  be  traced  to  such  an  origin  its  existence  would  not  require 
any  special  explanation.  But  it  is  notorious  that  many  landlords  are 
able  to  raise  their  rents  without  expending  any  capital  upon  their  estates, 
as  is  exemplified  in  the  rise  of  new  watering  places,  such  as  Eastbonme 
and  Torquay,  where  the  land  rises  in  value  before  the  houses  have  been 
built,  and  as  soon  as  it  is  thought  that  the  place  wiU  prove  a  popular 
resort  in  the  sununer  or  the  winter  season,  as  the  case  may  be.  It  is 
well  known  that  the  opening  of  a  new  railway  is  followed  by  a  rise  in  the 
rents  of  the  adjoining  lands,  although  the  landlords  have  contributed 
nothing  towards  it,  and  may  have  even  opposed  its  construction  ;  but  it 
diminishes  the  cost  of  raising  the  produce,  or,  at  least,  of  bringing  it  to 
market,  and  this  raises  the  rent  by  increasing  its  superiority  to  the 
margin  of  cultivation.  Mr.  Carey  maintains  that  the  price  of  all  the 
land  in  a  country  is  not  more  than  equivalent  to  aQ  the  money  which 
has  been  spent  in  improving  it ;  but  whether  this  be  so  or  not,  the  &ct 
still  remains,  that  rent  often  rises  where  no  capital  has  been  expended,  and 
this  is  the  fact  to  be  accounted  for.  This  argument  of  Mr.  Carey's  has 
been  used  by  Bastiat  to  establish  the  equity  of  allowing  land  to  beoome 
private  property,  which,  according  to  him,  is  simply  allowing  the 
landlords  to  enjoy  the  firuits  of  the  labour  which  they  have  expended  in 
improving  their  lands;  but,  as  it  is  a  notorious  fact  that  landlords 
frequently  derive  an  increase  of  rent  from  the  expenditure  of  their 
tenants,  or  of  railway  companies  to  which  they  have  contributed  nothing, 
his  argument  affords  but  a  poor  defence  for  the  institution  of  landed 
property.  As  I  have  observed  in  treating  of  profit,  it  is  not  the  province 
of  Political  Economy  to  defend  the  arrangements  which  may  be  made  in 


Digitized  by  VjOOQIC 


RISK  OF  R£MT  WITH  THE  PBOGRBSS  0^  SOCISTT.  '  ^   /  ,  199 

different  states  of  society  for  distribating  the  prqdaoe  of  tne^ii^nr  of  '    ^ 
the  people,  and  it  is  enough  for  the  Economic  to  wf  Uiat  rent^^ipist 
exist,  without  discnssing  the  advantages  of  different  ttethoa/of  disposing    f  j 
of  it.    Whether  land  be  held  from  the  Gh)Teminent,  or  owned^bj^the 
coltiTators,  or  held  from  private  individnals,  there  must,  in  all  oa«es,  \»[  ^ 
differences  in  the  productive  capacity  of  different  fiEuins,  and  the  exl^esi^^ 
of  the  produce  of  the  better  ones  over  that  of  the  worst  will  constitute 
rent,  and  the  question  whether  the  existence  of  this  rent  is  just  or 
unjust  has  no  meaning  whatever  ;  while  the  question  whether  it  is  well 
for  society  that  there  should  be  a  class  subsisting  entirely  on  the  labour 
of  odierSy  and  giving  nothing  in  return,  is  one  for  the  social  philosopher, 
and  not  for  the  Political  Economist. 

The  same  law  which  determines  the  rent  of  knd  used  for  tillage  or 
pastore,  determines  also  the  the  rent  of  mines.  Mines,  like  fiums,  differ 
in  fertility,  and  the  rent  which  most  of  them  yields  is  the  measure  of 
their  superiority  to  the  worst  which  is  worked,  and  which  is  juat  able  to 
letotn  the  usual  profit  and  wages  to  those  who  work  it*  As  it  becomes 
necessaiy  to  proceed  to  a  greater  depth  below  the  surface,  the  cost  of 
working  the  mine  tends  to  increase,  and,  as.  the  more  fertile  ones  are 
voiked  out,  the  cost  of  raising  the  mineral  from  the  inferior  ones  tends 
likewise  to  increase.  From  both  these  causes  the  cost  of  minerals  tends 
to  rise  as  society  advances,  and  the  rent  of  the  superior  ones  which  are 
not  exhausted  tends  to  rise,  in  consequence  of  the  rise  in  the  value  of  the 
mineral  There  are,  however,  many  mechanical  improvements,  and 
JDSBoxj  djttooveries  of  new  mines,  which  are  perpetually  counteracting  this 
tendency,  and,  in  point  of  fact,  the  value  of  gold,  of  silver,  and  of  iron, 
is  much  less  now  than  it  was  five  centuries  ago.  These  discoveries  for  a 
time  lower  the  rent  of  mines,  since  they  cause  some  of  the  inferior  ones  to 
be  abandoned,  as^  for  instance,  was  the  effect  of  the  Galifomian  gold  dis- 
coveries on  the  gold  mines  of  Siberia.  The  Bussian  Government  had 
imposed  a  tax  on  the  produce  of  these  mines,  which  they  were  well  able 
to  afford  when  they  were  the  most  fertile  then  known,  but  as  soon  as  the 
Galifomian  discoveries  took  place  the  value  of  gold  fell  to  such  an 
extent  that  the  Siberian  mines  could  no  longer  afford  this  tax,  and  as  the 
Government  refused  to  remit  it,  many  of  them  were  abandoned,  and  the 
piodaction  of  gold  in  that  region  very  much  diminished.  But  though 
the  effect  of  these  discoveries  is  for  a  time  to  lower  the  rent,  there  are  still 
Boch  great  diversities  between  the  productive  powers  of  different  mines, 
and  so  many  improvements  may  be  made  in  some  of  them  which  are  not 
applicable  to  others,  that  it  is  probable  that  even  where  the  value  of  the 
mineral  has  diminished  instead  of  increasing,  there  is,  nevertheless,  a 
great  increase  m  the  aggregate  rent  of  all  the  mines  in  the  country. 
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HAViNa  now  treated  of  the  general  principles  which  r^tdate  the 
distribution  of  wealth  among  the  different  classes  of  society,  I  propose  to 
apply  them  to  the  elucidation  of  a  question  which  has  been  fiiequentlj 
discussed  during  the  last  quarter  of  a  century,  the  question,  namely: 
What  effect  have  the  discoveries  of  gold  in  California  and  Australia  had 
on  the  value  of  that  metal  ?  The  iBrst  thing  necessary  to  a  solation  of 
this  question  is  a  clear  understanding  of  what  is  meant  by  the  value  of 
gold,  but  this,  unfortunately,  is  a  preliminary  step  which  most  of  those 
writers  who  have  turned  their  attention  to  this  subject  have  neglected 
to  take,  and  the  consequence  is,  that  even  when  writing  many  years 
after  those  discoveries,  they  have  still  left  it  doubtful  whether  the  value 
of  gold  has  altered  or  not.  Mr.  Pawcett*  adduces  the  difference  of 
opinion  prevailing  on  the  subject  as  a  proof  that  no  considerable 
alteration  has  taken  place,  but  I  venture  te  think  that  it  is  the 
consequence  of  the  vagueness  of  the  idea  commonly  attached  to  the 
word  value,  and  that  until  a  clear  and  definite  notion  has  been  substituted 
in  its  place,  the  question  can  never  be  satisfactorily  settled.  Those  who 
define  the  value  of  gold  as  its  power  of  purchasing  commodities^,  are 
obliged,  when  they  seek  te  ascertain  the  changes  which  have  taken  place 
in  its  value,  to  ascertain  the  prices  of  all.other  commodities,  or,  at  least, 
of  a  great  number  of  commodities,  a  process  which  entails  upon  them  a 
considerable  amount  of  labour,  and  even  when  this  has  been  incurred, 
the  result  is  far  from  satisfoctory,  and  is  likely  to  be  less  so  just  in 
proportion  as  the  labour  of  collection  is  increased.  When  Adam  Smith 
traced  the  changes  which  had  taken  place  in  the  value  of  silver,  he 
compared  it  with  one  article'only,  namely,  wheat ;  and  he  assumed  that 
the  cost  of  producing  wheat  was  always  the  same  when  an  average  of 
ten  or  twenty  years  was  taken  as  a  basis  for  the  calculation.  Tooke, 
however,  has  now  shown  that  even  a  period  of  fifty  years  is  not  sufficient 
to  exclude  the  operation  of  the  natural  causes  which  produce  t&napomj 

*  Manual,  1863,  p.  495. 
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TaiJations  in  the  value  of  wheats  and  that  in  some  cases  where  Adam 
Smith  thonght  that  the  value  of  silver  had  risen,  it  is  more  likely  that 
that  of  wheat  had  &Ilen«  Though  Adam  Smith's  calculation  was  thus 
liable  to  error,  it  was  still  as  near  an  approximation  to  the  truth  as  he 
could  make  with  the  limited  means  at  his  disposal ;  and  he  had  in  his 
mind  a  perfectly  definite  idea  of  what  he  meant  by  a  change  in  the  value 
of  silver.  When  he  said  that  its  value  had  Men,  he  meant  that  a  given 
weight  of  it,  which  would  formerly  have  enabled  its  possessor  to  command 
the  Iat)our  of  an  Englishman  for  a  whole  day,  or  would  have  exchanged 
for  an  article  which  required  a  day's  labour  to  make,  would  only 
command  two-thirds  of  a  day's  labour,  or  something  less  than  a  whole 
day's,  and  would  only  exchange  for  an  article  which  had  required  lees 
than  a  day  to  make.  But  the  writers  who  have  investigated  the  effects 
of  the  recent  gold  discoveries,  as,  for  instance,  Mr.  Newmarch,  and  Mr. 
Oliffe  Leslie,  have  endeavoured  to  ascertain  whether  a  given  quantity 
of  gold  now  exchanges  for  as  much  of  all  other  commodities  as  it  formerly 
did,  and  to  do  this  they  have  collected  tables  of  the  prices  of  various 
kinds  of  com  and  other  conunodities,  the  effect  of  which  is  rather  to 
render  it  difficult  than  easy  to  determine  how  much  the  value  of  gold 
has  altered.  The  prices  of  some  of  these  articles  show  a  considerable 
rise,  while  others  show  only  a  slight  rise,  while  others  are  stationaiy,  and 
some  have  faQen;  so  that  it  is  impossible  to  say  to  what  extent  the 
relation  in  which  gold  formerly  stood  to  all  of  them  has  undergone  an 
alterBti<HL  The  prices  of  com  and  other  vegetables  do  indeed  exhibit  a 
rise,  aud  if  we  confine  our  attention  to  these  we  are  led  to  suppose  that 
the  purchasing  power  of  gold  has  diminished,  but  as  the  prices  of  many 
nunm&ctured  articles  have  remained  unaltered,  or  have  even  fallen,  the 
piuchasing  power  of  gold  has  not  diminished  in  these  cases,  and  there  is 
no  standard  by  which  to  determine  how  much  importance  is  to  be 
attached  to  each  of  these  classes  of  commodities.  If  we  find  that  the 
prices  of  all  kinds  of  grain  have  risen  50  per  cent.,  while  those  of  all 
^inds  of  cotton  goods  have  fallen  50  per  cent.,  and  if  we  hence  infer  that 
the  value  of  gold  has  remained  stationary,  it  is  an  arbitrary  arrangement 
by  which  the  cotton  goods  are  made  equivalent  to  the  grain,  and  the 
conclusion  would,  in  fact,  close  our  eyes  to  the  causes  which  are  operating 
on  the  values  of  those  commodities.  It  may  well  be  that  the  cost  of 
pnxlucing  com  has  remained  stationary  while  that  of  producing  gold  has 
diminished,  and  that  cotton  cloth  has  diminished  twice  as  much  as  that 
of  gold,  but  the  table  will  not  tell  us  which  of  these  explanations  is  the 
tme  one.  Even  if  the  prices  of  all  the  articles  mentioned  have  risen, 
they  are  never  found  to  have  all  risen  in  the  same  proportion,  and  thus 
tU  statistics  £ul  to  give  a  precise  answer  to  the  question,  how  much  the 
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valne  of  gold  has  fallen,  and  thus  &il  to  perfonn  ihe  yery  poipcwe  for ' 
which  BtatiBtics  are  naefol  and  desirable,  thab  of  sabstitnting  a  preciae 
idea  for  a  vague  notion.  Mr.  Newmarch,  aocordingly,  does  not  veatore 
to  tell  ns  how  much  the  value  of  gold  has  fiiUen  in  England,  nor  does 
Mr.  Oliffe  Leslie,  in  his  article  on  '*  The  Gold  Question  and  the  Move* 
ment  of  Prices  in  Germany"  (Fortnightly  Eeview,  November,  1872)  tell 
ns  how  much  it  has  fallen  in  Germany.  It  is  almost  impossible  to  say 
whether  a  person  who  now  receives  2,500f.  a  year  is  better  or  worse  off 
than  one  who  enjoyed  an  equal  income  twenty  years  ago,  for  while  he 
has  now  to  pay  more  than  fonnerly  for  the  same  quantity  of  meat  or  of 
butter,  there  are  many  other  things  for  which  he  has  to  pay  less,  and  we 
have  no  standard  by  which4x)  measure  comfort,  and  even  if  we  were  to 
find  an  individual  whose  income  had  remained  unaltered  during  the 
whole  period,  and  were  to  ask  him  whether  he  was  better  or  worse 
off,  his  recollection  would  be  too  vague  to  be  relied  upon  as  a  test 
So  long  as  value  is  taken  to  mean  the  relation  in  which  a  com- 
modity stands  to  all  other  commodities,  the  vagueness  of  this  fimda- 
menteJ  notion  must  infect  all  the  reasonings  which  are  baaed  upcm  it^ 
and  the  difficulty  of  measuring  or  explaining  changes  of  valne  nuist 
remain  insuperable. 

It  is  admitted  that  value  depends  on  cost  of  production,  yet,  when  the 
cost  of  producing  an  article  is  known  to  have  varied,  dcmbts  are  stiU 
expressed  as  to  whether  its  value  has  altered,  merely  because  the  cost  of 
producing  other  articles  has  varied  also.  If  it  were  first  ascertained 
how  much  the  value  of  gold  had  altered,  the  prices  of  other  commodities 
would  show  how  much  their  values  had  altered,  but  to  attempt  to  asoer* 
tain  each  of  these  quantities  from  the  other  is  like  attempting  to  disoover 
two  unknown  quantities  from  a  single  equation.  I  shall  not,  therefore, 
inquire  whether  a  given  weight  of  gold  will  now  exchange  for  more 
of  commodities  in  general,  because  such  a  question  appears  to  me  to  be 
insoluble ;  nor  shall  I  assume  that  wheat  or  any  other  article  is  always 
produced  at  the  same  cost,  because  such  an  assumption  is  not  warranted 
by  the  facts,  and  is  not  required  when  the  means  are  at  hand  for  obtain- 
ing a  correct  measure  of  value.  Value,  as  has  been  observed  in  the  first 
chapter  of  this  book,  was  understood  by  Adam  Smith  to  denote  the 
esteem  in  which  a  commodity  is  held,  and  it  is  only  in  this  sense  that  the 
word  is  used  in  the  present  work.  The  measure  which  he  suggested  for 
ascertaining  the  degree  of  esteem  in  which  different  commodities  are 
held  in  different  times  and  places,  was,  the  anlount  of  hbour  whidi 
labourers  would  perform  in  order  to  obtain  them,  and  as  different  kinds 
of  labour  are  unequally  remunerated,  it  is  necessary  that  some  one  dass 
of  labourers  should  be  taken  as  the  standard,  and  the  one  natorfily 
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BDggested  for  this  purpose  is  that  of  ooimnon  iinakUldd  labourers.  When 
the  value  of  any  other  article  except  the  precious  metak  is  under  dis- 
cassion,  it  is  necessary  first  to  ascertain  the  price  of  the  article,  and  then 
to  compare  it  with  the  rates  of  wages ;  but  in  the  case  of  gold  there  is 
onlj  aae  process  to  be  performed,  since  wages  are  in  this  country  paid  in 
gold  (or  in  silver  coin,  which  is  exchangeable  for  gold  at  a  fixed  rate)  and 
a  change  in  its  value,  therefore,  shows  itself  at  once  in  the  form  of  a  rise 
of  wages. 

The  questiiMi,  therefore,  resolves  itself  into  an  inquiry  how  much  the 
rate  of  wages  paid  to  unskilled  labourers  has  risen  in  this  country  since 
1850,  but  as  the  rates  are  not  the  same  in  all  parts  of  the  country,  and 
OB  the  alterations  have  not  been  uniform,  it  is  necessaiy  to  collect  the 
rates  from  dififerent  parts,  and  to  compare  the  averages  of  the  two 
periods.  It  was  in  1850,  that  is,  after  the  Galifomian,  and  before  the 
Australian  discoveries,  that  Mr.  Gaird  made  his  tour  through  England, 
and  thus  epoch  is  therefore  a  most  convenient  starting  point  for  the  com- 
parison in  question.  He  has  only  set  down  the  rates  of  wages  in  twenty- 
nine  counties,  but  this  is  a  sufficiently  large  number  to  form  a  basis  for  a 
comparison,  and  as  his  information  was  derived  from  personal  inquiry  on 
the  spot,  and  sometimes  from  actual  reference  to  the  farmers*  book^,  and 
as  his  sole  object  was  to  state  the  facts  exactly  as  he  found  them,  his 
statements  may  be  received  with  implicit  confidence.  In  the  following 
table  I  give  the  rates  of  daily  wages  in  1850-51,  and  m  1869-70,  the  former 
being  taken  from  his  '^  English  Agriculture  in  1850-51 "  (2nd  edition, 
1852,  p.  512),  and  the  latter  from  a  table  contributed  by  Mr.  Edward 
Stanhope  to  the  '"Times"  of  April  9th,  1872 ;  the  figures  in  both  cases 
being  reduced  from  weekly  to  daily  rates,  and  from  shillings  and  pence 
to  francs  and  centimes.  Mr.  Stanhope's  table  is  compiled  partly  from  the 
report  of  the  Commission  on  the  Employment  of  Women  and  Children  in 
Agriculture,  and  partly  from  Poor  Law  returns ;  and  these  latter  do  not 
include  all  the  unions  in  a  county,  so  that  the  average  of  a  part  of  a 
county  may  sometimes  be  incorrectly  taken  to  represent  the  whole ;  but 
I  tmst  that  this  source  of  error  will  not  materially  vitiate  the  calculation. 
The  arrangement  is  the  same  as  tiiat  of  Mr.  Caird,  except  that  I  have 
put  one  figure  for  Yorkshire,  while  he  has  given  one  for  each  of  the 
Sidings.  I  should  observe  that  the  table  is  only  intended  to  show  the 
amount  of  money  received  by  a  hired  labourer  for  a  day's  work,  and 
that  a  very  incorrect  notion  of  a  labourer's  yearly  earnings  would  be 
obtained  by  simply  multiplying  the  daily  rate  by  the  number  of  days  in 
a  year. 
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Table  of  AgrieuUurdl  Wages  in  1850-51  cuhd  1869-70* 


Z850-SX. 


z869-70i 


1850-51. 


1869-70. 


Northern  Qnmties — 
Cumberland  •... 
Lancashire    .... 

Yorkshire 

Cheshire 

Derby 

Nottingham  .... 

Stafford 

Northumberland  . 

Durham 

Lincoln 

South&m  Cawitie$ — 

Warwick 

Northampton.... 

Bucks 

Oxford    


f.  c. 
2  70 

2  81 

2  60 

2  60 

2  30 

2  08 

1  97 

2  30 
2  30 
2  OS 


1  76 
1  87 
1  76 
1  87 


f.  c, 
3  46 

3  22 

3    0 

2  40 
8  12 

3  12 

2  60 

3  46 
3  46 
3  12 


2  40 
2  60 
2  40 
2  60 


Southern  Cmmtiei — 
Qloucester  ...... 

WUts  

Devon 

Norfolk 

Suffolk    

Huntingdon  .... 

Cambridge 

Bedford 

Hertford 

Essex 

Berks 

Surrey     

Sussex 

Hants 

Dorset 

Average  ..••..•• 


c  c 
1  46 

1  60 

1  76 

1  76 

1  46 

1  76 

2  20 
1  87 
1  87 
1  66 
1  66 

1  97 

2  20 
1  87 
1  66 
1  98 


t  c 
2  20 

2  08 

1  75 

2  40 
2  30 
2  20 
2  40 
2  40 
9  30 
2  40 
2  30 
2  80 
2  60 
2  20 

1  87 

2  68 


Thus  the  average  rise  has  been  80  per  oent.^  and  as  a  fa]>ther  rise  has 
taken  place  in  seyeral  connties  since  1870,  it  may  be  taken  to  be  eqnal 
to  one-thirdy  which  is  the  same  thing  as  a  fall  of  one-fourth  in  the  valoe 
of  goldy  since  four  francs  will  hardly  command  more  labour  than  three 
fi*ancs  would  formerly  have  done.  The  people  show  that  they  esteem  gold 
less  than  they  did^  by  their  refusal  to  make  as  great  sacrifices  as  formerly 
to  obtain  the  same  amount  of  it.  The  fineness  and  weight  of  the  coins 
haying  been  the  same  at  both  periods  the  change  is  not  merely  nominal^ 
but  is  an  actual  change  in  the  value  of  every  gramme  of  gold.  There 
is  a  great  difference  among  the  different  counties  as  regards  the  extent 
of  the  rise^  which  in  Northumberland  is  as  high  as  50  per  cent^  while 
Devonshire  exhibits  none  at  all ;  and  this  difference  proceeds  fiom  the 
unequal  rate  at  which  the  different  counties  have  advanced  in  industrial 
activity.  The  northern  counties  still  retain  their  superiority  over  the 
southern,  which  is  due  to  the  greater  intelligence  and  activity  of  the 
northern  labourers,  and  perhaps,  in  some  degree,  to  the  greater  enter- 
prise of  the  northern  farmers,  which  leads  them  to  turn  their  attention  to 
the  raising  of  those  products  which  are  the  most  certain  to  bring  in 
remunerative  prices.  But  many  of  the  southern  counties  have  made 
considerable  progress  as  compared  with  themselves,  and,  as  labour  \& 
remunerated  according  to  its  efficiency,  the  unequal  rates  of  progress  in 
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different  ooonties  will  be  snlBcient  to  produce  variations  in  the  rates  of 
TTftges,  bat  not  to  prodaoe  a  general  rise.  This  could  not  take  place 
imless  the  efficiency  of  English  labour  had  increased  more  rapidly  than 
that  of  labour  in  those  countries  which  supply  us  with  gold,  and  it  can 
hardly  be  supposed  that  England  has  made  more  rapid  progress  in  this 
direction  than  America  and  Australia.  The  differences  in  the  remunera- 
tion of  labourers  in  different  parts^of  the  country  are  even  greater  than 
the  table  implies^  since  each  figure  is  the  average  of  a  county,  and  in 
some  parts  of  Yorkshire  the  rate  is  as  high  as  4f.  a  day,  whUe  in  parts  of 
Devonshire  it  is  as  low  as  If.  66c.  It  is  worthy  of  remark,  that  when 
Arthur  Young  made  a  journey  through  England  for  much  the  same 
purpose  as  that  of  Mr.  Caird,  he  found  that  the  rates  prevailing  in  the 
northern  counties  were  much  lower  than  in  the  southern,  while  Mr. 
Caird,  eighty  years  later,  found  that  the  case  had  been  reversed. 

The  latter  writer  has  given  a  table  illustrating  this  point,  to  be  found 
in  his  work  ahready  referred  to.  At  the  time  when  he  made  his  tour,  the 
country  was  in  a  state  of  transition,  following  on  the  repeal  of  the  Com 
Laws,  and  he  found  that  in  some  districts  the  rates  were  lower  than  they 
had  been  the  year  before,  because  the  farmers  had  been  accustomed  to 
rely  chiefly  on  wheat,  and  had  not  yet  seen  the  necessity  of  turning  their 
attention  more  to  the  production  of  meat,  butter,  &c.,  which  were  then 
fetching  more  remunerative  prices  than  grain.  The  great  extension  of 
pasture  which  has  taken  place  since  that  time  has  no  doubt  done  much 
to  remove  this  cause  of  low  wages,  but  no  tendency  is  shown  towards 
an  equalisation  of  wages  throughout  the  country,  which  can  never  be 
brought  about  until  the  laboureiis  in  all  parts  are  equally  strong,  and 
eqniJly  intelligent.  Mr.  Caird  expressly  mentions  that  the  poorly-paid 
and  poorly-fed  labourers  of  Wiltshire  are  much  less  active  and  intelligent 
than  those  of  the  north ;  and  he  points  out  the  significant  fact  that  the 
line  dividing  the  well-paid  from  the  iU-paid  districts,  is  the  boundary  of 
the  coal  measures,  which  affords  a  convincing  proof  of  the  benefits  which 
manu&cturing  industry  confers  not  only  on  those  actually  engaged  in  it, 
bat  also  on  the  agricultural  population  of  the  labouring  districts. 

Agricultural  labourers  have  here  been  taken  as  the  standard,  because 
agriculture  is  less  subject  to  fluctuations  than  other  trades,  and 
therefore  a  change  in  the  rate  of  wages  is  less  likely  to  be  produced  by 
a  canse  peculiar  to  the  trade  itself.  But  such  information  as  I  possess 
goes  to  show  that  wages  have  risen  in  other  trades  also,  though  it  is  too 
fri^mentary  and  too  uncertain  to  be  relied  on  as  a  proof  of  a  general  fall 
in  the  vafaie  of  gold.  Thus,  for  instance,  a  table  given  by  Mr.  Brassey 
m  his  "Work  and  Wages  "  (2nd  ed.,  p.  38),  shows  that  the  wages  of  the 
brieklayerB,  carpenters,  and  blacksmiths  employed  by  his  father  in  the 
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oonstmction  of  railways^  were  six  per  cent,  higher  in  1869  tlian  in  1849, 
and  thoagh  the  weekly  wages  of  the  nayyies  were  the  same  in  both 
periods,  yet  the  &ct  that  the  prioe  paid  for  the  same  amount  of 
earthwork  was  ten  per  cent,  higher  in  the  latter  year,  shows  that  they 
performed  less  labour  for  the  same  amount  of  money.  Another  table 
given  in  the  same  work  (p.  157),  shows  that  at  the  Canada  Works, 
Birkenhead,  the  rates  of  wages  paid  to  engineers  were  not  materially 
higher  in  1869  than  they  had  been  in  1854  ;  but  even  in  the  engineering 
trade  there  was  a  reduction  of  the  hours  of  labour  to  nine  a  day,  after 
the  great  strike  at  Newcastle  in  1871,  which  is  equivalent  to  a  rise  of 
wages.  The  reason  why  this  particular  trade  is  more  slow  to  feel  the 
effects  of  a  general  rise  of  wages  is,  no  doubt,  that  which  is  given  by  Mr. 
Brassey,  that  English  manufacturers  have,  in  this  branch  of  industry,  to 
contend  against  a  vigorous  competition  on  the  part  of  their  continental 
rivals,  and  that,  therefore,  wages  cannot  rise  in  England  nnlese  a 
corresponding  rise  takes  place  on  the  Continent,  and  more  time  is 
required  to  effect  such  a  general  movement.  Another  table  in  the  aame 
work  (p.  198),  prepared  by  Messrs.  Lucas  Bros.,  the  well-known  builders 
of  London,  shows  that,  previous  to  1858,  they  paid  their  maaons, 
carpenters,  and  bricklayers,  62c.  an  hour,  and  subsequently  to  1866, 
88c.  for  the  same  time,  while  the  wages  of  the  labourers  rose  during  the 
same  time  from  86c.  to  48c.,  so  that,  in  this  case,  the  rise  is  the  same  as 
in  that  of  the  agricultural  labourers.  A  further  rise  took  place  in  many 
establishments  after  the  strike  in  the  London  building  trade  in  1872, 
which  year,  indeed,  was  remarkable  for  the  rise  of  wages  which  was 
obtained,  by  some  means  or  other,  by  the  workmen  in  every,  or  almost 
every,  trade.  This  evidence,  then,  is  sufSdent  to  show  that  there  has 
been  a  fall  in  the  value  of  gold  in  this  country  since  1850,  and  there  is 
not  wanting  evidence  of  a  similar  rise  in  France  and  Germany.  In 
France,  M.  De  Lavergne,  in  1859,  gave  the  average  rate  of  agricultural 
wages  as  If.  50c.  a  day,  while  Mr.  E.  Stanhope,  writing  to  the  **  Timea" 
on  April  23, 1872,  gives  this  as  the  rate  of  winter  wages  in  1869-71,  and 
the  summer  rate  as  2f.  a  day.  Mr.  Fane,*  probably  confining  his 
observation  to  a  smaller  portion  of  France  than  these  writers  had  done, 
says  that  the  wages  of  French  labourers  had  risen  from  If.  87c.  a  day  to 
2f.  70c,  or  2f.  91c.,  during  the  twenty  years  which  preceded  the  time 
when  he  made  his  report  to  Lord  Stanley.  At  Creuzot,  as  Mr.  Braasey 
informs  us  (p.  160),  the  mean  rate  of  wages  rose  88  per  cent,  between 
1850  and  1866.  Another  table  which  he  gives  (p.  92),  shows  that  the 
wages  of  almost  every  class  of  mechanics  employed  in  building  ships  for 

*  See  Brassey'B  "  Work  and  Wages/*  p.  15S. 
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tiMlIeBaageries  Imp^rialefly  rose  considerably  between  1869  and  1869. 

The  Berlin  oorrespondent  of  the  "Times"  mentioned,  on  April  16, 

1872,  that  a  great  rise  of  wages  had  recently  taken  place  among  all 

cbnes  of  labonrerB  in  Qermanj,  and  in  particular  among  those  employed 

ia  the  building  trade  of  Berlin,  whose  wages  had  risen  about  50  per  cent. 

fliiioe  1864*    Mr.  Gliffe  Leslie  gives  tables  which  show  a  considerable 

rise  in  the  price  of  many  articles  throughout  Germany  during  the  period 

in  qnestioD,  and,  though  the  method  which  he  has  adopted  prevents  me 

from  receiving  his  testimony  as  a  proof  of  a  fall  in  the  value  of  gold,  it 

ii  gatiafactoiy  to  note  that  he  has  arrived  at  this  conclusion.    He  finds, 

tt  might  be  expected,  that  the  rise  of  prices  has  not  been  uniform 

tboDghout  Gtermany ;  and  he  has  ably  generalised  the  differences  which 

are  to  be  found  in  this  respect.    The  smallest  rise  has  taken  place  in 

thofle  towns  which  are  remote  from  railways,  while  among  those  which 

ire  piovided  with  railways,  those  which  are  also  centres  of  industrial 

actiritj  show  a  greater  rise  than  the  rest ;  and  among  these,  agam,  the 

greatest  rise  is  shown  in  those  which  are  in  the  western  portion  of 

Oetmany.    It  is  thus  shown  that  the  industrial  progress  of  Germany  has 

great  influence  on  the  scale  of  prices  in  the  different  parts  of  the  country. 

Mr.  Cliffe  Leslie  considers  that  the  rise  has  been  greater  in  Germany 

tliui  in  England,  and  I  may  remark,  in  passing,  that  the  supposition  put 

ibnrard  by  M.  Ohevallier,  that  the  adoption  of  a  silver  standard  would 

um  a  country  from  the  evils  of  a  change  in  the  value  of  money,  has  not 

been  justified  by  experience,  since,  in  Germany,  prior  to  1871,  silver  was 

the  sole  standard,  and  yet  the  alteration  of  prices  has  been  as  great,  or 

evea  greater,  than  in  England,  where  gold  is  the  standard.    This  I  say 

not  as  impugning  the  accuracy  of  M.  ChevaUier's  reasoning,  which  is 

ooirect  according  to  his  premises,  but  as  showing  that  the  facts  have  not 

been  as  he  expected,  and  that  the  value  of  silver  has  altered  nearly  as 

modi  as  that  of  gold.    In  the  United  States  a  rise  of  wages  has  also 

taken  place,  and  Mr.  Wells,  in  his  essay,  included  among  the  second 

aerieB  published  by  the  Gobden  Club  (pp.  C06-7),  mentions,  that  in  a 

manufiicturing  city  of  the  north,  the  wages  of  common  labourers  had 

riaen  from  5f.  a  day  in  1860  to  7f.  88c.  in  1871,  both  rates  being;  of  course, 

given  in  gold,  and  not  in  currency.    In  Victoria,  as  appears  from  Mr. 

Mewmaich's  tables,  the  wages  of  conunon  labourers  and  mechanics  were 

twice  as  high  in  1855  as  they  had  been  prior  to  1851,  and  though  there 

bare  been  many  fluctuations  since  1855,  they  have  not  fallen  to  their 

fonner  level    It  appears,  then,  that  although  the  fall  in  the  value  of 

gold  has  not  been  universal,  it  has  extended  to  other  countries  besides 

Eogland,  and  that  no  explanation  will  be  satisfactory  which  applies  to 

the  circamstanoeB  of  England  alone. 
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The  popular  method  of  explaining  aU  changes  in  the  rate  of  wages  is 
a  referenoe  to  the  demand  for,  and  the  supply  of,  labour.  Even  Mr. 
Brafisej,  who  has  adduced  so  much  evidence  to  show  that  wages  depend 
on  the  efficiency  of  labour,  accounts  for  all  differences  in  the  rates  pre- 
vailing in  different  countries  and  periods  by  saying  that  the  demand  for 
labour  is  greater  or  less,  as  the  case  may  be.  But  this  explanation  is 
generally  nothing  more  than  a  re-statement  of  the  fact,  since  an  in- 
creased demand  for  labour  means  nothing  more  than  that  employers  are 
able  and  willing  to  pay  higher  wages,  and  this  is  the  very  fiict  to  be 
explained.  If  we  ask  why  wages  are  higher  in  America  than  in 
England,  the  answer  commonly  given  is,  that  labour  is  scarce  in  the 
former  country,  but  what  this  scarcity  of  labour  means  is  by  no  means 
clear.  It  often  happens  that  EngUsh  manufacturers  are  greatly  in  want 
of  additional  hands,  and  are  ready  to  take  on  any  who  present  them- 
selves, but  in  such  cases  wages  do  not  rise  to  the  American  rate.  On 
the  other  hand,  it  frequently  happens  that  American  manufacturers  are 
obliged  to  reduce  the  number  and  the  wages  of  the  persons  in  their 
employ,  but  wages  do  not  then  fall  to  the  English  rate.  If,  when  it  is 
said  that  the  supply  of  labour  is  in  excess  of  the  demand,  it  is  meant 
that  there  are  many  persons  who  are  unable  to  obtain  employment,  then 
the  supply  is  always  in  excess,  both  in  England  and  in  New  York,  as  is 
testified  by  the  large  emigration  which  is  constantly  taking  place  from 
England  to  America,  and  from  New  York  to  the  Western  States  of  the 
Union.  If  by  an  excessive  supply  nothing  more  is  meant  than  that  the 
number  of  people  seeking  employment  is  such  that  wages  are  low,  this 
is  a  mere  statement  of  the  fact,  and  not  an  explanation.  It  has  often 
been  observed  that  wages  are  higher  in  manufacturing  than  in  agricol- 
tural  districts,  and  this  is  thought  to  be  explained  by  saying  that  mann- 
factures  cause  a  demand  for  labour;  but  this  demand  seems  to  be  little 
more  than  a  generalisation  of  the  amount  of  wages  paid.  The  judicious 
writer  to  whom  I  have  so  often  referred,  Mr.  Caird,  mentions  that  the 
lowest  wages  which  he  found  in  any  part  of  England  were  paid  on  a 
large  farm  in  a  southern  county,  where  the  farmer  conmianded  all  the 
labour  of  the  parish,  and  had  not  men  enough  to  do  the  work  required 
in  summer.  In  this  case  the  farmer  required  more  labourers  than  he 
had,  and  yet  wages  were  not  high,  but  extremely  low.  Of  course,  when 
there  is  an  artificial  interference  disturbing  the  relatiqns  between  em- 
ployers and  employed,  the  rate  of  wages  may  be  reduced  when  the 
former  are  compelled  to  take  on  more  men  than  they  require ;  and  this 
seems  to  have  been  the  effect  of  the  Poor-Law  in  some  parts  of  England 
in  which  Mr.  Caird  mentions  that  the  farmers  agreed  to  divide  amongst 
themselves  all  the  unemployed  labourers  of  the  parish,  with  a  view  of 
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reducing  the  poor  rates.  In  these  casee,  as  the  fanners  engaged  more 
men  than  they  requiied,  they  paid  lower  wages,  but  it  was  because  the 
men  had  little  useful  work  to  do,  or,  in  other  words,  because  their 
laboor  was  less  efficient.  Of  course,  when  confining  our  attention  to 
one  trade,  we  must  bear  in  mind  that  it  is  not  at  all  times  equally 
flooriahing,  and  that  if  those  engaged  in  it  determine  to  continue 
working  at  a  time  when  their  products  are  not  required  by  the  rest  of 
the  community,  they  must  receive  less,  because  the  service  which  they 
render  is  less ;  and  though  their  labour  may  be  quite  as  fatiguing,  and 
may  yield  quite  as  great  a  product,  it  is  less  efficient  as  regards  the 
benefit  conferred  on  the  rest  of  the  people.  Certainly,  the  table  before 
referred  to  as  given  by  Mr.  Brassey,  on  page  88  of  his  **  Work  and 
Wages,"  shows  considerable  fluctuations,  both  in  the  rate  of  weekly 
wages  paid  to  railway  labourers  and  in  the  price  paid  for  digging  a 
given  space,  which  can  only  be  accounted  for  by  reference  to  the  state  of 
that  trade ;  and  the  same  remark  applies  to  the  wages  of  the  engineers 
in  the  Birkenhead  establishment ;  but  a  general  rise  of  wages  throughout 
the  countiy  cannot  be  so  explained.  A  rise  of  wages  has  taken  place 
among  certain  classes  of  labourers,  such  as  shoemakers  and  hatters, 
although  there  has  not  been  any  unusual  activity  in  those  trades,  and 
though  there  has  not  been  any  marked  improvement  in  the  skill  of  the 
workmen,  as  is  shown  by  the  fiact  that  the  rise  was  followed  by  a  cor- 
responding rise  in  the  price  of  their  products.  The  rise  in  such  instances 
was  claimed  by  the  operatives,  not  on  account  of  the  flourishing  state  of 
the  particular  trade,  but  on  account  of  the  rise  of  wages  and  prices  in 
other  trades.  The  wages  of  the  miners  engaged  in  raising  the  precious 
metals  cannot  rise  unless  they  actually  raise  more  of  the  metals  to  the 
surface;  and,  therefore,  if  their  wages  have  risen  at  the  same  time  as 
those  of  other  classes,  a  clear  proof  is  afforded  that  the  rise  is  due  to  an 
increased  facility  of  producing  the  precious  metals.  The  miners  who 
supply  England  with  gold  carry  on  their  operations  in  America  and 
Australia,  and,  as  a  great  fall  in  the  value  of  gold  has  taken  place  in 
these  countries,  it  is  to  them  that  we  must  look  for  an  explanation  of  the 
phenomenon. 

We  find  accordingly  that,  as  is  well-known,  discoveries  were  made 
about  this  time  in  America  and  Australia  which  greatly  reduced  the  cost 
of  raising  gold*  The  discovery  of  the  gold  mines  of  California  took 
place  in  1846,  while  those  of  Australia  were  discovered  in  1851 ;  and 
these  mines  were  found  to  be  much  more  fertile  than  any  previously 
known.  Thn  is  shown  by  the  high  wages  received  by  the  miners,  since 
fertilify  means  yielding  a  larger  return  to  the  same  quantity  of  labour. 
When  Hmnbddt*  visited  Mexico,  he  found  that  the  miners  engaged  in 
^  Easai  Politique  sur  La  Nouvelle  Espagne,  Paris,  1811.    Vol.  IIL,  p.  413. 
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the  rich  sflver  mine  of  Valenciana  earned  five  and  six  francs  a  dajj 
while  in  1869,  those  engaged  in  the  gold  mines  of  California  earned 
nineteen  francs  a  day ;  so  that  the  labour  of  the  latter  was  three  or  four 
times  as  productive  aa  that  of  the  fonner,  since  the  proportion  betweeu 
the  values  of  gold  and  silver  had  varied  very  little  during  the  interval. 
The  discoveries  produced  a  complete  commercial  revolution  in  Australia, 
the  history  of  which  has  often  been  told,  though  the  connection  of  cause 
and  effect  has  nowhere  been  so  clearly  shown  as  by  Mr.  Caimes  in  an 
article  published  in  "Fraser's  Magazine,"  in  September,  1859.*    The 
circumstances  of  Califomia  were  similar,  but  have  not  been  so  My 
described,  and  I  shall  therefore  confine  myself  for  the  most  part  to 
examining  those  of  Australia.    As  soon  as  it  became  evident  that  gold 
could  be  obtained  in   abundance  by  anyone  who  chose  to  go  and  dig 
for  it,  everyone  who  could  do  so  at  once  hastened  to  the  diggings.    All 
other  forms  of  labour  were  suspended,  shepherds  leaving  their  flocks,  and 
ploughmen  leaving  their  farms,  in  the  hope  of  obtaining  a  fortune  at  this 
new  El  Dorado.    An  old  judge  who  was  so  infirm  as  to  require  to  be 
drawn  about  in  a  chair  was  deserted  by  all  his  servants,  and  would  have 
been  quite  helpless  had  it  not  been  for  the  assistance  of  his  own  chil- 
dren.   Great  fears  were  entertained  that  the  departure  of  the  labourers 
would  prevent  any  crop  from  being  sown ;  but  in  a  few  months  many 
diggers  had  become  convinced  that  they  were  not  likely  to  succeed  at  the 
diggings,  and  returned  to  their  former  occupations,  but  not  on  the  same 
conditions  as  they  had  previously  been  willing  to  agree  to.  Great  as  was 
the  diversity  in  the  earnings  of  different  individuals,  it  was  found  that 
an  ordinary  labourer  with  a  pickaxe  and  a  few   other   tooH  ^^^^ 
obtain,  on  the  average,  seven-and-a-quarter  grammes  of  gold  in  a  day ; 
andy  as  this  quantity  of  gold  is  coined  into  twenty-five  francs,  those  who 
engaged   in    other  occupations  demanded   and   obtained  twenty-five 
francs  a  day,  or  more  or  less,  according  to  the  more  or  less  attractive 
character  of  the  occupation  as  compared  with  that  of  mining.    This 
was  equivalent  to  a  quadrupUng  of  the  rates  of  wages  which  had  pre- 
vailed before  the  discoveries  took  place ;  but  as  it  was  only  in  gold- 
mining  that  labour  had  become  more  efScient,  the  employers  could  not 
afford  to  pay  these  higher  wages  without  a  corresponding  rise  of  prices, 
which  accordingly  took  place.  As  soon  as  the  enormous  prices  prevailing 
in  Victoria  became  known  in  Europe,  a  considerable  exportation  of  all 
kinds  of  commodities  to  Victoria  was  at  once  set  on  foot,  and^  as  so  fre- 
quently happens  when  a  new  market  is  open  for  commercial  enterprise, 
it  continued  long  after  the  prices  of  articles  of  European  origin  had 

*  Be-publiflhed  in  his  *^  Essays  on  Political  Economy/' 
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fiDen  to  a  lower  point  in  Victoria  than  in  the  countries  where  they  were 
produced.  In  1854,  aocordingly,  the  labourers  of  Victoria  enjoyed  the 
advantage  of  receiving  much  higher  wages,  and  yet  being  able  to 
bny  many  of  the  things  which  they  most  wanted  for  a  smaller 
snm  than  before;  but  of  course  this  state  of  things  could  not  last, 
and  by  the  end  of  1856  the  prices  of  all  those  articles  which  could 
be  imported  had  returned  to  the  point  which  was  sufficient  to  pay  for 
the  cost  of  carriage,  and  were,  for  the  most  part,  much  the  same  as  they 
had  been  before  1851.  In  the  meantime  many  of  the  surface  diggings 
had  become  exhausted^  and  it  had  become  necessary  to  dig  deeper  below 
the  ground,  and  the  cost  of  production  being  thereby  increased,  the 
earnings  of  the  miners  had  diminished.  The  wages  of  all  other  labourers 
followed  suit,  and  those  of  the  saflors,  which  had  been  the  most  affected 
by  the  rise,  were  also  the  most  affected  by  the  fall.  At  the  height  of  the 
gold  mania  it  had,  of  course,  been  most  difficult  to  induce  anyone  to 
leave  a  country  which  held  out  such  a  prospect  of  obtaining  a  fortune, 
and  the  pay  of  sailors  engaged  for  a  voyage  to  England,  which  had 
been  one  hundred  irancs  a  month,  rose  at  one  time  to  two  thousand 
francs  a  month,  and  then  fell  to  little  more  than  its  former  rate.  Of 
course,  gold  mining  still  held  out,  as  indeed  it  still  does,  a  chance  of 
obtaining  a  large  sum  by  a  very  little  labour ;  and  the  amusing  author  of 
"  Colonial  Adventures  and  Experiences  "  mentions  an  instance  from  his 
own  experience  which  may  serve  to  illustrate  the  uncertainty  attending 
this  branch  of  industry.  He  had,  as  he  tells  us,  joined  with  three  other 
men  to  work  a  claim  at  the  Queensland  diggings,  but  had  obtained  so 
little  in  the  course  of  several  months  that  they  determined  to  abandon  it, 
and  sold  it  for  a  trifle  to  another  man,  a  sailor.  The  very  next  day  the 
sailor  turned  up  a  nugget  which  he  sold  for  50,000f.,  and  by  exhibiting 
it  to  the  other  persons  at  the  diggings  he  obtained  an  additional,  and  by 
no  means  despicable,  sum  of  money.  The  author  adds,  that  a  month 
afterwards  he  met  thCs  very  sailor  tramping  up  the  country  in  search  of 
employment,  having  already  gambled  away  the  whole  of  this  large  sum. 
Bat  although  such  prizes  were  still  to  be  obtained,  it  was  found  that  the 
average  earnings  of  the  miners  had  diminished,  and  in  1859  they  were 
not  more  than  12f.  50c.  a  day.  A  comparison  of  the  rates  prevailing 
before  the  discoveries  with  those  of  1856  shows  that  in  this  interval 
they  had  doubled.  The  wages  of  farm  labourers  being  partly  composed 
of  rations  are  not  so  easily  compared,  but  as  they  received  in  money  from 
llf.  25c.  to  15f.  a  week  at  the  former  period,  and  81f.  25c.  at  the  latter, 
it  wotdd  seem  that  their  wages  were  about  doubled.  The  wages  of 
mediaoicsi,  such  as  masons  and  blacksmiths,  being  all  paid  in  money, 
exhibit  very  clearly  the  proportion  in  which  they  had  risen,  having  been, 
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at  first,  from  7f.  50c.  to  8f.  76c.  a  day,  and  having  risen  too  from 
15f.  to  17f.  50c.  a  day.  The  prices  of  garden  and  farmyard  produce 
had  more  than  doubled  in  the  same  period^  so  that  part  of  the 
rise  in  their  case  was  owing  to  the  increased  difficulty  of  production, 
occasioned  no  doubt  by  the  great  immigration  into  the  country  which 
followed  on  the  discoveries,  and  which  rendered  it  necessary  to  resorfe  to 
less  favourable  soils  than  those  formerly  occupied,  in  order  to  supply  the 
wants  of  the  increased  population.  Subsequently  to  1859  the  yield  of 
gold  from  Australia  fell  off,  but  increased  again  in  1871  and  1872, 
though  it  did  not  return  to  its  former  level,  and  the  rates  of  wages 
prevailing  in  1870  were  lower  than  those  of  1856.  In  1856,  married 
couples  employed  in  agriculture  had  received  from  l,875f.  to  2,125f.  a 
year,  besides  rations,  but  in  1870  they  received  only  from  l,250f.  to  l,625f. 
a  year  with  rations  as  before,  and  the  masons'  wages  had  fallen  from  15f. 
and  17f.  50c.  a  day,  to  12f.  50c.  and  ISf.  75c.  a  day,  and  the  wages  of 
other  classes  had  also  fallen.  Taking  the  wages  of  masons  as  a  standard 
it  would  seem  that  in  the  period  1851-70  wages  had  risen  66  per  cent., 
or,  in  other  words,  the  value  of  gold  had  fallen  40  per  cent.  The  table 
previously  given  with  regard  to  the  rise  of  wages  in  England  showed  a 
rise  of  80  per  cent.',  and  a  further  rise  of  86  per  cent,  is  therefore  required 
to  equalise  the  effects  of  the  gold  discoveries  upon  the  value  of  gold  in 
Australia  and  England.  Before  1851,  money-wages  were  higher  in 
Australia  than  in  this  country,  and,  of  course,  the  discoveries  have  no 
tendency  to  produce  an  actual  equality  in  the  rates  prevailing  in  both 
countries,  but  only  to  raise  them  to  such  an  extent  that  the  labonrers 
shall  be  paid  in  proportion  to  their  efficiency.  When  the  average  of 
England  shall  have  risen  from  If.  98c.  to  df.  80c.  a  day,  the  fall  effect  of  the 
Australian  discoveries  so  &r  as  England  is  concerned  will  have  been 
produced,  though  of  course  this  result  may  be  afterwards  disturbed 
by  any  fature  discoveries  in  Australia,  California,  or  elsewhere.  In 
Califomia  the  rates  of  wages,  though  higher  than  in  Australia,  are  less 
than  half  of  what  they  were  in  1853-4 ;  those  of  bricklayers,  for  instance, 
having  fallen  from  52f.  to  25f.  a  day,  and  those  of  stonemasons  from 
52f.  to  between  22f.  50c.  and  25f.  a  day.  As  I  am  not  aware  what 
was  the  usual  rate  of  wages  in  Califomia  before  the  discoveries,  which, 
indeed,  were  almost  contemporaneous  with  its  first  settlement,  I  cannot 
tell  how  much  they  have  reduced  the  cost  of  obtaining  gold  in  that 
country,  but,  at  all  events,  these  figures  show  that  the  fertility  of  its 
mines  has  greatly  diminished. 

The  cheapening  of  gold  in  the  countries  which  produce  it  has  slowly, 
but  surely,  affected  its  value  in  England  and  other  countries.  Its  first 
effect  was  to  cause  an  increased  exportation  of  manu&ctured  articles  from 
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Eoglaiid,  and  this  increased  qaantity  cotdd  not  be  prodnoed  except  at  an 
incceaaed  cost,  which  in  its  tom  necessitated  a  rise  of  prices.  Those 
manu&ctorers  who  were  still  able  to  produce  their  goods  at  their  former 
cost  profited  by  obtaining  the  higher  prices  which  their  less  fortunate 
competitois  were  obliged  to  demand,  and  their  workpeople  demanded 
and  obtained  a  share  in  the  benefits  in  the  form  of  increased  wages. 
A  reaction  did  indeed  take  place  in  consequence  of  the  imprudent  and 
exoossiye  exportation  to  Australia,  and  the  wages  of  some  classes  of  work- 
men underwent  a  temporary  reduction.  The  memorable  strike  of  the 
cotton-q>innerB  of  Preston,  in  1858,  was  directed  against  a  proposed  re« 
duction  of  wages,  and  proTed  unsuccessful,  as,  indeed,  such  strikes  usually 
do.  Notwithstanding  the  interruptions  which  the  upward  movement  of 
wages  has  experienced,  it  has,  on  the  whole,  continued,  and  has  spread 
from  the  workmen  engaged  in  manufactures  to  those  in  the  build- 
ing trade,  to  railway  labourers,  and  to  those  employed  in  agricul- 
ture. As  the  people  of  America  and  Australia  have  been  able  to  obtain 
gold  with  less  labour,  they  have  been  willing  to  part  with  it  in  exchange 
for  less  labour ;  and,  accordingly,  the  money-wages  of  those  engaged  in 
producing  articles  to  be  exported  to  those  countries  have  risen,  and  the 
labourers  in  other  trades  have  obtained  a  proportionate  rise,  in  order 
that  all  kinds  of  English  labour  might  be  remunerated  according  to 
ita  efficiency.  A  longer  time  has  been  required  to  effect  a  considerable 
reduction  in  the  value  of  gold  in  Europe  than  was  necessary  in  Aus- 
tralia, and  the  reasons  why  this  was  so  are  not  far  to  seeL  The  quantity 
of  gold  which  Australia  itself  required  was  so  small  that  a  few  months 
were  sufficient  to  quadruple  the  amount  previously  circulating  there, 
and  thus  to  increase  the  quantity  of  money  in  proportion  to  the  fall  in 
its  value  at  the  diggings.  If  all  the  gold  required  in  the  world  could  be 
produced  in  a  single  year,  no  more  than  a  year  would  be  required  to 
reduce  its  value  in  all  countries  in  the  same  proportion  as  it  had  been 
reduced  in  the  mining  countries  themselves ;  but  gold  is  so  durable  that 
a  v^  small  annual  addition  is  necessary  to  maintain  the  existing  stock, 
and  the  difficulty  of  producing  it  is  so  great  that  the  world  could  hardly 
spare  a  sofficient  number  of  labourers  to  raise  the  whole  stock  in  a  single 
year.  The  total  quantity  of  gold  in  possession  of  the  people  of  Europe 
and  America  in  1848  has  been  estimated  as  equivalent  to  fourteen  milli- 
ards, and  in  order  that  this  sum  should  be  increased  in  proportion  to  the 
fall  m  the  value  of  the  metal,  an  amount  equivalent  to  nine  milliards  or 
more  would  be  necessary;  while  the  whole  supply  received  fix>m  Oalifomia, 
An^iralia,  and  Russia  in  the  period  1848-56  did  not  quite  amount  to  half 
this  qu^tity.  All  other  things  remaining  the  same,  a  greater  quantity 
of  gold  coin  would  be  required  in  any  country  in  exact  proportion 
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afi  its  yalne  fell^  since  money  is  only  wanted  for  the  purpose  of  exchange ; 
and  if  a  society  exerts  the  same  amount  of  labour^  and  exchanges  all  its 
products  as  before,  their  value  being  the  same,  a  greater  quantity  of  coin 
is  necessary  to  be  exchanged  against  them  when  the  value  of  the  coin 
has  diminished,  and  vice  versa.  Several  causes  have,  however,  been  in 
operation  which  have  tended  to  render  necessary  a  still  greater  increase 
in  the  quantity  of  gold  coin  in  Europe  and  America  than  would  have 
been  sufficient  to  compensate  the  fall  in  its  value.  A  great  increase  of 
population  has  taken  place,  and  this  in  itself  renders  a  greater  quantity 
of  coin  necessary,  since  the  number  of  labourers  has  inca-eased,  and, 
consequently,  the  total  value  of  the  commodities  produced.  The  slight 
lall  which  has  taken  place  has  been  sufficient  to  cause  gold  coin,  in  many 
cases,  to  take  the  place  of  silver.  Thus,  for  instance,  in  1850,  as  Mr. 
Caird  tells  us,  a  county  in  which  a  labourer's  wages  were  as  high  as 
12f.  50c.  a  week  was  the  exception,  while,  at  the  presents  idme,  one 
where  this  is  not  the  case,  has  become  the  exception  in  its  turn.  This 
sum  is  the  value  of  the  smallest  gold  piece  which  is  coined  in  England, 
the  half-sovereign ;  and  as  the  labourers'  wages  are  paid  weekly,  it  is 
evid^t  that  gold  coins  must  often  be  used  where  silver  alone  was 
formerly  required.  A  substitution  of  gold  for  silver,  on  a  much  larger 
scale,  was  occasioned  by  the  mint  regulations  of  those  countries  which 
maintained  a  double  standard,  i.e.,  where  gold  and  silver  may  be  used 
indiflferently,  at  the  pleasure  of  the  debtor,  to  discharge  debts  of  any 
aimount.  Where  this  system  prevails,  it  is,  of  course,  necessary  that  the 
Government  should  fix  the  proportion  between  the  values  of  gold  and 
silver,  and  in  most  countries  where  this  had  been  done,  gold  had  been 
underrated,  having  been  generally  assumed  to  be  fiffceen-and-a^half  times 
as  valuable  as  silver,  while  the  tvue  proportion  was  more  nearly  that  of 
fifteen-and-three-quarters  to  one.  The  Califomian  discoveries  soon 
produced  a  slight  change  in  the  proportion  previously  subsisting  between 
the  values  of  the  two  metals,  and  a  kilogramme  of  gold  was  found  to  be 
worth  no  more  than  fifteen-and-a-quarter  kilogrammes  of  silver.  The 
Dutch  Government,  fearing  that  a  great  depreciation  of  gold  was  about 
to  take  place,  thought  to  save  its  subjects  from  the  evils  consequent  on  a 
change  in  the  value  of  money  by  expelling  gold  from  its  circulation,  and 
enacting  that  all  large  debts  should  be  paid  in  silver;  and  this  step 
accelerated  the  depreciation  by  bringing  a  large  quantity  of  gold  into  the 
market.  In  France,  where  the  proportion  had  been  fixed  at  15^  to  1, 
it  became  apparent  in  1850  that  debtors  could  more  easily  discharge 
their  debts  by  purchasing  gold,  and  getting  it  coined  at  the  mint,  than 
by  paying  them  in  silver  coin.  A  kilogranmie  of  silver  (900  fine)  had 
been  corned  into  200  francs,  but  would  formerly  sell  for  no  more  than 
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197  fianct  in  gold  ooioy  but  in  1850  it  would  sell  for  208franc8y  although 
Then  coined  it  would  only  pay  200  francs,  as  before.    It  was,  therefoi'e, 
the  interest  of  the  bullion  leaders  to  collect  silver  coins,  more  especially 
the  new    ones,    to  melt   them  down,  and    to   sell    the   ingots   at 
the  nte  of  203  francs  a  kilogramme  in  foreign  countries ;  and  they 
did  thiB   to  such    an   extent    that    SLlyer   coin   almost    disappeared 
ihun  France.     In  1848  that  country  had  possessed  two-and-a-half 
milliards  of  silver,  and  only  seventy-five  millions  of  gold  coin,  but  in  a 
kv  jears  the  latter  had  increased  to  two  milliards,  and  the  former  had 
diminished  by  an  equal,  or,  at  least,  a  considerable  amount.    The  French 
Govermnent  found  it  necessary  to  coin  gold  pieces  of  the  value  of  five 
francs,  benig  smaller  than  any  gold  coin  which  had  been  previously 
ifisaed,  in  order  to  supply  the  place  of  the  silver  pieces  of  the  same 
imoant,  which  were,  and  are,  constantly  melted  down  as  soon  as  issued. 
This  large  absorption  of  gold  into  the  French  currency  has  acted,  as  M. 
Chevalier  expresses  it,  as  a  Parachute  to  retard  the  &U  in  the  value  of 
gold,  since  it  has  caused  a  larger  quantity  to  be  required  than  Australia 
and  Califomia  conld  at  once  supply,  and  the  inferior  mines  of  Hungary, 
Ewia,  Ac.,  have  determined  the  value  of  the  metal ;  and  although  some 
Tere  abandoned,  it  was  not  necessary  to  cease  from  working  all  those 
vrhidi    were    less    fertile   than    those   newly   discovered.    Belgium, 
SffiiZtfland,  and  Italy,  were  placed  in  a  similar  position  to  that  of  Francei 
sod  experienced  a  similar  substitution  of  ^Id  for  silver  in  their  currency, 
and  the  CUifomian  discoveries  accelerated  the  same  process  which  had 
alraidy  commenced  in  the  United  States.    Gold  had,  in  that  country, 
been  reckoned  as  sixteen  times  as  valuable  as  silver,  which  was,  even 
then,  an  exaggerated  estimate,  and  it  was  gradually  taking  the  place  of 
silver  in  the  currency;  but  when  its  value  fell  to  no  more  than  fifteen- 
and-a-quarter  times  that  of  silver,  the  disappearance  of  the  silver  coin 
IBt)d]ioed  so  much  inconvenience  that  the  Government  was  obliged  to 
i»ne  small,  gold  pieces  of  the  value  of  5f.  20c.  to  take  the  place  of  the 
nlver  ooiuB  of  the  same  amount.    In  Spain,  Russia,  and  other  countries 
there  was  abo  a  considerable  substitution  of  gold  for  sUyer  coin,  and  in 
1371,  Germany,  which  had  so  long  maintained   a  silver  standard, 
determined  to  follow  the  example  of  most  civilized  nations  by  admitting 
gold  into  her  circulation  on  such  terms  that  it  would  be  preferred  to 
iilver  in  aD  large  payments  ;  and  for  this  purpose  it  was  necessary  that 
gold  coin  should  be  struck  to  the  amount  of  two  milliards.     On 
the  other  hand,  other  causes  have  been  in  operation  which  have  tended 
to  rednce  the  quantity  of  gold  coin  in  the  world.    The  action  of  the 
Dutdi  Government  has  akeady  been  referred  to,  and  a  similar  policy  was 
poreued  by  the  Government  of  India.  In  1841,  an  order  had  been  issued 
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enjoining  all  Indian  officials  to  receiye  gold  coins  wheneyer  tendered; 
but  in  1852  this  order  was  rescinded  as  far  as  regarded  large  payments. 
It  is  understood  that  the  Indian  Ooyemment  took  this  step  because  gold 
coins  had  been  offered  in  rather  larger  quantities^  and  fears  were  ent^- 
tained  that  the  Ooyemment  would  be  unable  to  dispose  of  them  again,- 
but  aSy  in  the  Indian  coinage,  gold  and  silyer  are  yalued  at  the  rate  of  15 
to  1,  while  in  the  rest  of  the  world  they  exchange  at  the  rate  of  15^  to  1, 
it  is  not  likely  that  gold  coin  would  haye  been  to  any  great  extent  pre- 
ferred to  silyer  for  the  payment  of  taxes  or  other  obligations.  There  are, 
again,  many  instances  in  which  paper  has  been  substituted  for  gold,  and 
the  most  notable  one  of  the  kind  is  afforded  by  the  introduction  of 
'' greenbacks"  into  the  United  States  during  the  ciyil  war;  the  use  of 
which  has  continued  for  many  years  since  the  restoration  of  peace*  But 
although  the  introduction  of  a  forced  paper-currenqr  renders  a  smaller 
quantity  of  coin  necessary,  it  by  no  means  enables  the  people  to  dis- 
pense with  coin  altogether ;  and  the  official  returns  of  the  United  States 
show  that  the  Goyemment  has  always  a  large  stock  of  gold  in  the  treasnry, 
and  the  Customs  duties  are  still  required  to  be  paid  in  gold.  In  other 
countries  which  have  no  inconyertible  notes,  there  is  a  tendency  to  an 
increased  use  of  bank-notes,  cheques,  and  other  substitutes  for  coin ;  but 
unfortunately,  the  meddling  propensities  of  legislators  haye  hitherto 
greatly  impeded  the  deyelopment  of  this  system.  In  England,  for 
example,  the  foolish  Bank  Acts  of  1844  and  1845,  haye  prevented  an 
increase  in  the  quantity  of  bank-notes,  except  on  condition  of  an  increase 
in  the  metallic  reserves  of  the  banks  which  issue  them ;  and  there  is  pro- 
bably no  country  in  the  world  in  which  more  bank-notes  would  not  be 
used  if  the  banks  were  allowed  to  manage  their  own  business,  and  to 
issue  as^many  as  their  customers  required.  On  the  whole,  the  causes 
which  have  tended  to  increase  the  consumption  of  gold  haye  greatly  pre- 
ponderated over  those  which  have  tended  to  diminish  it ;  and  while  the 
total  stock  of  gold  in  the  world  was  nearly  twice  as  great  in  1871  as  it  had 
been  in  1848,  its  value,  as  has  been  seen,  had  not  fallen  in  England  more 
than  25  per  cent.  The  total  stock,  as  before  mentioned,  was  equivalent 
to  14  milliards  in  1848,  and  had  been  increased  by  12j^  milliards  by  the 
end  of  1871 ;  and  most  of  this  large  addition  has  been  absorbed  by  the 
currencies  of  Continental  Europe  and  by  Asia. 

A  nearly  equal  depreciation  of  silver  has  taken  place  during  the  same 
period,  and  the  mere  substitution  of  gold  in  its  place,  which  has  been 
already  referred  to,  would  be  enough  to  cause  a  faU  in  its  value.  The 
silver  market  was  so  abundantly  supplied  from  the  currencies  of  France 
and  other  countries,  that  a  smaller  quantity  would,  other  things  being 
equal,  have  been  required  from  Mexico  and  the  other  countries  which 
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piodaoed  it.  This  would  cause  some  of  the  inferior  mines  to  be  aban- 
doned, and  the  value  of  sUver  would  consequently  fall.  In  fact^  how- 
eTer,  the  annual  production  of  silver  increased  from  200,000y000f.  to 
800,000,000f . ;  and  this  is  explained  by  the  discoveiy  of  abundant 
qoickBilyer  mines  in  Catifomia^  whichy  by  reducing  the  cost  of  quick- 
filver,  reduced  the  expense  of  extracting  silver  from  the  ore,  and, 
consequently,  reduced  its  value  also.  The  large  quantities  of  silver  which 
were  expelled  from  the  circulation  of  Europe  were  for  the  most  part  sent 
to  India  and  China;  and  it  has  often  been  made  a  matter  of  wonder  that 
they  could  have  been  absorbed  by  those  countries,  and,  from  sheer  ina- 
bilifcy  to  suggest  any  other  explanation,  it  has  been  supposed  that  they 
have  been  hoarded.  There  seems,  however,  to  be  little  real  ground  for 
BQch  a  supposition,  and  I  would  hazard  the  conjecture  that  they  have 
really  been  used  to  fill  the  void  occasioned  by  the  abandonment  of  some 
BiiTer  mines  in  the  interior  of  China.  Sir  John  Davis*  mentions  that 
large  quantities  of  silver  were  formerly  brought  down  to  Lintin  and 
export^  to  India,  and  that  this  showed  that  considerable  sources  of 
supply  existed  in  the  Empire.  A  Kuasian  writer,  Otreachkoff,  quoted  by 
Mr.Newmarch,  (history  of  prices,  vol.  6,  p.  762)  estimated  in  1856  that 
the  amiual  production  of  silver  in  China  was  no  more  than  4,500,000f., 
and  describes  the  Chinese  Government  as  opposing  every  obstacle  to  the 
working  of  the  mines.  It  would  seem  that  whereas  China  used  formerly 
to  produce  enough  silver  to  supply  its  own  wants  and  those  of  India,  it 
now  imports  silver  from  Europe  and  America,  and  that  India  has  to 
ponue  the  same  course.  Perhaps  the  obstructions  of  which  Otreachkoff 
speaks  would  not  be  so  effectual  if  it  were  not  that  China  finds  it  more 
prvfitaUe  to  import  silver  from  abroad.  While  the  gold  mines  of  Russia 
were  the  most  productive  in  the  world  the  Bussian  Grovemment  obtained 
a  reT^ue  from  a  tax  which  it  imposed  upon  them,  but  the  competition 
of  California  rendered  them  unable  to  submit  to  it,  and  as  the  Russian 
Government  refused  to  remit  it,  many  of  the  mines  were  abandoned.  It 
is  not  surprising  that  a  very  large  quantity  of  silver  should  be  required 
to  supply  the  wants  of  India  and  China,  two  countries  which  are  sup- 
posed to  contain  half  the  population  of  the  Globe ;  and,  in  both  of  which, 
dver  performs  most  of  the  functions  of  money.  Mr.  Newmarch,  in  (he 
aUe  work  which  has  been  just  referred  to,  and  from  which  much  of  the 
information  made  use  of  in  the  present  chapter  is  derived,  estimates  the 
whde  quantity  of  silver  existing  in  India  in  the  form  of  coin  and  plate, 
as  equivalent  to  ten  milliards,  and  that  a  hundred  million  francs'  worth 
ue  required  to  replace  what  is  consumed  by  the  wear  and  tear  of  a  single 

*  Hm  Chinm.    London  ;  1844.    Vol.  in.,  p.  137. 
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year.  If  the  yalue  of  silver  has  Tmdergone^  as  there  is  eveiy  reason  to 
suppose  that  it  has  done,  a  slight  reduction,  a  much  larger  quantity  would 
be  required  every  year  in  order  to  increase  the  amount  in  proportion  to 
the  fall  in  its  value.  What  may  be  the  amount  existing  in  China,  is  of 
course  unknown,  but  it  must  be  very  large ;  for,  although  the  Chinese 
can  scarcely  be  said  to  possess  a  coinage  of  their  own,  they  use  silver 
ingots  and  Mexican  coins,  and  they  make  little  use  of  bank-notes,  biUs^ 
or  other  modes  of  substituting  paper  for  coin  in  carrying  on  their  com- 
merce, which  is  certainly  considerable.  I  have  already  referred  to  the 
letter  of  "P.  G.  S."  in  the  " Times"  of  June  19, 1872,  stating,  that 
during  the  past  ten  years  the  percentage  of  metal  contained  in  the  various 
ores  of  gold,  silver,  copper,  nickel,  i&c.,  shows  a  marked  and  uniform 
increase  over  those  brought  to  the  refineries  during  the  previous  decade. 
He  does  not  tell  us  what  is  the  cause  of  this  difference,  the  explanation  of 
which  is  probably  to  be  found  in  some  improvement  in  the  processes  of 
smelting  and  refining ;  but  whatever  the  cause  may  be;^  it  is  one  whidi 
must  tend  to  lower  the  value  of  gold  and  silver.  When  the  gold  discov- 
eries were  first  announced,  it  was  supposed  by  some  persons  that  gold 
would  in  time  become  as  cheap  as  silver,  and  there  is,  of  course,  nothing 
impossible  in  such  a  consummation ;  and  if  Australia  had  been  exdnddd 
from  intercourse  with  the  rest  of  the  world,  such  a  state  of  things  might 
actually  have  prevailed  there,  since  gold  is  found  there  in  abundance, 
while  silver  is  very  scarce.  It  has  already  been  mentioned  thai!  in 
Japan,  before  the  Americans  obtained  permission  to  trade  there,  gold  was 
only  worth  four  times  its  weight  in  silver.  At  present,  the  tendency 
seems  to  be  for  silver  to  fall  more  rapidly  than  gold. 

The  consequences  of  a  change  in  the  value  of  the  precious  metals  are 
so  numerous  and  important  that  M.  Chevalier  has  devoted  a  separate 
treatise*  to  the  examination  of  them,  and  yet  he  does  not  discuss  the 
whole  subject,  but  confines  himself  to  those  effects  which  are  common 
to  the  whole  world,  and  does  not  deal  with  the  changes  introduced  into 
the  commercial  relations  previously  existing  between  different  countries. 
It  sounds  paradoxical  to  inquire  whether  mankind  have  benefitted  by 
discoveries  which  have  enabled  them  to  procure  these  metals  with  lees 
labour,  and  yet,  as  coin  is  only  used  as  the  medium  of  exdiange,  for 
which  purpose  portability  is  an  advantage,  the  cheapening  of  tiie  metal 
of  which  coin  is  made  renders  it  necessary  that  people  should  cany  a 
greater  weight  in  order  to  exchange  commodities  of  the  same  value.  In 
England,  therefore,  the  cheapening  of  gold  has  been,  in  some  respects,  a 

*  De  la  Baisse  probable  de  I'Or :  des  Consequences  Commerciales  et  Sooiales 
qu*eUe  pent  ftyoiT)  et  des  m^sures  qu*elle  provoqne,    Paris  :  1859. 
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disadvaatage,  by  inoreasing  the  labour  of  tranBporting  it  from  place  to 
place ;  while  in  those  countries  where  it  has  taken  the  place  of  sihrer,  the 
people  have  gained  by  the  substitution  of  the  less  bulky  metal  for  the 
more  bulky  one.  Tl^y  have  benefitted  also  by  the  gen^  adoption  of 
that  metal  which  has  long  been  the  sole  standard  of  value  in  Englandi 
which  makes  it  more  easy  to  settle  the  balance  of  their  payment  due  to 
or  from  England ;  and  this  is  a  considerable  advantage,  considering  the 
great  extent  of  English  commerce  with  those  countries.  It  does  not 
matter  so  much  whether  gold  or  silver  be  generally  used,  as  that  the 
Game  metal  should  be  employed  in  all  countries,  and  the  inconvenience 
be  thus  avoided  which  results  from  the  fluctuations  in  the  gold  price  of 
silver  and  the  silver  price  of  gold,  which  render  it  uncertaiu  how  much 
money  a  merchant  in  one  country  may  require  to  discharge  a  debt  in 
another.  As  the  advantage  of  uniformity  in  this  respect  has  been 
accompanied  by  the  adoption  of  the  more  portable  metal,  there  has  been, 
on  the  whole,  a  considerable  assistance  afforded  to  commerce.  In  so  iar 
as  gold  and  silver  are  used  in  manufactures  there  has  been  a  gain,  since 
articles  made  of  these  metals  can  be  procured  with  lees  labour, -although 
it  does  not  follow  that  they  can  be  obtained  for  a  lower  price.  As  Mr. 
Caimes  has  pointed  out  in  a  review*  of  M.  Chevalier's  work,  a  faU  in 
the  value  of  gold  would  tend  to  raise  the  price  of  a  gold  snuff-box,  for 
though  the  price  of  bullion  is  unaffected  by  the  change,  yet  the  wages  of 
the  workmen  employed  in  making  the  box  are  higher,  and  the  price,  in 
80  far  as  it  depends  on  the  workmanship,  must  rise  in  proportion.  The 
prices,  therefore,  of  articles  made  of  gold  and  silver,  rise  in  proportion  to 
the  amount  of  labour  expended  upon  them,  and  their  value  falls  in  so 
far  as  it  depends  on  that  of  the  raw  material.  The  most  serious  effects 
of  the  change  are  those  which  are  implied  in  a  disturbance  of  aU  con- 
tracts extending  over  a  term  of  years,  and  expressed  in  sums  of  money. 
Of  these  the  most  important  are  the  obligations  of  a  State  towards  the 
holders  of  its  funds,  and  those  of  landlords  towards  their  mortgagees. 
In  all  these  cases  the  creditor  loses  one-fourth  of  what  he  formerly 
received,  and  the  debtor  gains  to  the  same  extent.  The  same  sum  of 
money  is  paid  as  before,  but  its  value  is  one-fourth  less ;  and  the  ques- 
tion naturally  arises  whether  the  creditor  is  entitled  to  any  compensation 
for  the  loss  which  he  suffers.  The  obvious  answer  to  this  question  is, 
that  the  creditor  can  only  claim  an  increase  in  his  dividends  when  the 
valoe  of  gold  falls  if  he  has  agreed  to  submit  to  a  diminution  when  its 
value  rises,  and  as  this  has  never  been  done  in  the  case  either  of  fund- 
holdas  or  of  mortgagees,  their  claim  to  compensation  in  the  present 

«  «  Edinburgh  Beriew/'  Joly  I860,  p.  18.    (Re-published  in  his  Essays). 
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case  will  not  bear  exatnination.  They  did  not  aak  to  leoeiTe  e^eiy  year 
commodities  of  an  eqaal  value^  bnt  an  equal  quantity  of  gold,  and  Q» 
value  of  this  metal  frequently  yaried  before  1850»  as  it  has  done  sinoe 
that  time.  As  regards  the  flind-holderSy  it  may  be  remarked  that  the 
larger  portion  of  the  National  Debt  of  England  was  aocumulated  daring 
the  last  war  wifch  France,  and  that  during  that  period  the  value  of  gold 
was  at  one  tune  less  than  it  is  now,  since  Arthur  Young  gave  the 
average  rate  of  agricultural  wages  in  1810  as  Sf.  a  day,  or  about 
one-sixth  higher  than  in  1869-70.  If  the  change  had  come  sud- 
denly, and  had  been  completed  in  a  single  year,  a  daim  for  com- 
pensation might  be  reasonably  set  up,  but  it  has  been  very  gradual, 
and  the  fund-holders  have  had  ample  time  to  find  other  invertmenis  for 
their  money ;  and  the  immediate  effect  of  the  gold  disooverieB  was  to 
confer  a  benefit  upon  them,  since  the  large  quantities  of  gold  deposited 
in  the  banks  lowered  the  rate  of  interest,  and  raised  consols  to  par,  a 
height  which  had  very  seldom  been  attained  before.  The  people,  as  a 
whole,  have  neither  gained  nor  lost,  for  what  the  fund-holders  have  lost 
the  tax-payers  have  gained,  and  what  the  mortgagees  have  lost  the 
mortgagers  have  gained ;  but  a  transfer  of  such  a  kind,  and  on  so  large 
a  scale,  implies  a  great  deal  of  individual  suffering.  A  large  proportion 
of  these  securities  are  held  by  trustees  for  the  benefit  of  widows  and 
children,  and  other  persons,  who  are  incapable  of  working  to  support 
themselves,  for  whom,  therefore,  there  is  no  relief  for  what  amounts  to  a 
reduction  in  their  often  scanty  incomes.  A  considerable  amount  is  held 
for  the  benefit  of  charitable  institutions,  but  in  their  cases  a  diminutioii 
in  the  value  of  their  endowments  is  rather  a  public  benefit  than 
otherwise,  since  it  gives  the  present  generation  an  opportunity  of  revising 
the  judgments  of  their  ancestors.  Ancient  endowments  are  apt  to 
become,*  after  a  lapse  of  time,  either  injurious,  or,  at  least,  useless,  but 
interference  with  their  management  is  always  a  matter  of  difficulty;  and  a 
practical  diminution  of  their  power  of  mischief,  effected  by  the  operation 
of  natural  causes,  is  a  public  advantage.  In  those  few  cases  where  a 
charitable  endowment  continues  to  do  good  service,  the  people  axe  aUe 
to  compensate  its  losses  by  further  donations,  which  their  practically 
increased  incomes  enable  them  to  afford.  The  transfer  is  made  teoai  the 
non-industrial  to  the  industrial  classes  of  society.  The  labourers,  as  a 
whole,  are  in  the  same  position  as  before,  although  they  suffer  during  the 
period  of  transition,  which  is  effected,  as  M.  Chevalier  says,  not  by  a 
continuous  flow,  but  by  a  succession  of  jumps.  People  are  so  mudi 
under  the  dominion  of  habit  that  it  is  always  difficult  to  resolve  on  arise, 
of  price,  and  still  more  so  to  resolve  on  a  rise  of  money-wages.  When 
the  prices  of  some  articles,  and  wages  in  some  trades,  have  risen. 
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Uxmren  in  other  trades  oontinne^  for  some  ifi&i^to^)nk^  higher  prjbes, 
vitiKmt  Mking  for  an  increase  in  their  own  wages  f«pd  wfi)^p  they  d^>/. 
so  at  last,  thej  say  that  they  most  ask  for  more  because  provisftAu^  otc. 
are  80  deary  and  this  shows  that  they  must  have  suffered  some  iMQrifloes  f^' 
bdbie  resolving  to  demand  a  rise.  The  capitalists^  as  a  body^^tfre 
nnoSectedy  for  the  higher  wages  which  they  have  to  pay  are  compensated  . 
bj  the  higher  prices  of  the  articles  produced  ;  but  in  their  case  also  the 
fluctuations  of  wages  and  prices  entail  considerable  losses  on  individuals, 
and  tbe  strikes  to  which  the  readjustment  of  the  scale  of  wages  has 
given  occasion  have  inflicted  great  hardships  on  large  classes  of 
emidoyers  in  all  parts  of  England.  In  two  of  the  so-called  professions, 
the  medi<^  and  the  legal,  wages  are  determined,  not  by  competition,  but 
by  oQstom ;  and  as  the  scale  of  fees  has  not  altered,  there  has  been  a 
practical  loss  on  the  part  of  physicians  and  barristers.  A  physician  still 
reo^ves  his  old  fee  of  26f.  25c.  for  a  smgle  visit,  and  this  is  now  worth 
<me-fonrth  less  than  formerly ;  but  it  is  by  no  means  certain  that  the 
average  annual  income  of  this  class  has  not  increased  in  proportion  to 
the  M  in  the  value  of  money,  since  physicians,  though  they  cannot 
diminish  the  amount  of  a  single  fee,  yet  often  decline  to  receive  one,  and 
fay  accepting  one  more  often  than  formerly,  they  have  it  in  their  power 
to  increase  their  total  receipts,  and  they  have  every  motive  to  do  so  in 
the  dieumstaaces  here  under  consideration.  The  barrister's  fee,  though 
its  miBiinnm  amount  is  the  same  as  the  physician's,  may  be  increased  to 
any  amount ;  and  the  cheapening  of  money  by  raising  the  incomes  of 
ether  dasses,  enables  litigants  to  pay  more  to  barristers,  who,  in  their 
tton,  can  easily  make  their  wishes  felt  by  declining  to  undertake,  or  by 
pwforming  badly,  any  business  for  which  they  are  not  offered  sufficient 
remuneration. 

The  effect  of  the  discoveries  has  been  to  diminish  the  command  of  the 
hbour  of  others  which  the  possession  of  a  given  sum  of  money  secures  to 
its  owner;  but,  as  the  progress  of  industry  has  lowered  the  cost  of  pro*, 
dodng  other  articlefi^besides  the  precious  metals,  there  are  many  whose 
prices  have  not  risen,  and  it  may  be  thought  that  the  present  inquiry  is 
unprofitable,  and  that  what  people  redly  want  to  know  is  whether  a 
giveii  sum  of  money  will  procure  the  same,  or  a  smaller  amount  of  com- 
fort to  its  possessor.  Adam  Smith  anticipated  a  similar  objection,  and 
I  cannot  do  better  than  quote  the  remarks  with  which  he  concludes  his 
ekborate  review  of  the  changes  which  had  taken  place  in  the  value  of 
silver.  ^  The  same  quantity  of  silver,  it  may  perhaps  be  said,  will  in  the 
present  times,  even  according  to  the  account  which  has  been  here  given, 
parchase  a  smaller  quantity  of  several  sorts  of  provisions  than  it  would 
have  done  during  some  part  of  tiie  last  century }  and  to  ascertain  whether 
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this  change  be  owing  to  a  rise  in  the  yalue  of  those  goods,  or  to  a  M  in 
the  value  of  silver,  is  only  to  establish  a  yain  and  useless  distinction, 
which  can  be  of  no  use  or  service  to  the  man  who  has  only  a  certain 
quantity  of  silver  to  go  to  market  with,  or  a  certain  fixed  revenue  in 
money.  I  certainly  do  not  pretend  that  the  knowledge  of  this  distinc- 
tion will  enable  him  to  buy  cheaper.  It  may  not,  however,  upon  that 
account  be  altogether  useless." 

After  pointing  out  the  utility  of  knowing  whether  the  rise  of  prices  ifi 
due  to  a  fall  in  the  value  of  sflver,  or  to  an  increased  difficulty  of  pro- 
ducing the  articles  themselves,  he  continues : — *'  It  may,  too,  be  of  some 
use  to  the  public  in  regulating  the  pecuniary  reward  of  some  of  its 
inferior  servants.  If  this  rise  in  the  price  of  some  sorts  of  provisions  be 
owing  to  a  fidl  in  the  value  of  silver,  their  pecuniary  reward,  provided 
it  was  not  too  large  before,  ought  certainly  to  be  augmented  in  propor- 
tion to  the  extent  of  this  fall.  If  it  is  not  augmented,  their  real  recom- 
pense will  evidently  be  so  much  diminished."    (Book  I.,  chap  11.) 

As  the  wi^es  of  common  labourers  have  risen  one-third  since  1850, 
the  salaries  of  all  those  employed  in  the  public  service  should  be  raised 
in  like  proportion ;  of  course,  \vith  the  reservation  inserted  by  Adam 
Smith,  provided  they  were  not  too  large  before.  This  applies  equaify  to 
the  humblest  and  to  the  most  exalted  among  them ;  to  the  policeman  and 
the  letter  carrier,  to  the  prime  minister  and  the  commander-in-chief. 
The  salaries  of  all  of  them  are,  or  ought  to  be,  fixed  at  such  a  rate  as  to 
compensate  the  greater  or  less  inconvenience  and  labour  required,  as 
compared  with  the  pay  received  from  private  employers.  If  a  fall  in  the 
value  of  money  renders  the  scale  no  longer  appropriate,  if  the  clerks  or 
other  public  servants  receive  the  same  pay,  while  those  in  private  employ- 
ment receive  increased  salaries  for  doing  similar  work,  an  increase  in 
their  salaries  is  required  quite  as  much  in  the  interests  of  the  public  as 
in  that  of  the  officials  themselves.  They  have  entered  the  public  service 
because  they  thought  that  the  pay  which  was  offered  was  as  much  as  ihej 
could  obtam  from  private  employers,  regard  being  had  to  the  kind  of 
work  required,  and  the  advantages  attending  their  position  as  servants 
of  the  state ;  and  now  that  the  elements  of  the  calculation  have  altered, 
they  are  entitled  to  ask  that  it  should  be  made  over  again  without 
exposing  them  to  the  hardship  of  resigning  the  posts  in  which  they 
have  spent  their  lives.  If  this  is  not  done  the  public  service  will  be 
injured,  partly  by  more  frequent  resignations  of  such  as  can  obtain 
employment  elsewhere,  and  the  inconvenience  which  such  changes  infiict 
on  the  service,  and  partly  by  the  indisposition  of  those  who  consider 
themselves  aggrieved  to  do  more  work  than  they  can  possibly  help. 
Even  now,  it  is  said  tb^t  the  puisne  judgeships  are  often  declined  by 
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saooefisfal  barristeis  on  acconiit  of  Qxe  pay  being  inBOfficient,  and  if  this 
is  the  case  with  these  highly-paid  offices,  a  revision  of  official  salaries 
must  indeed  be  necessary.  A  rise  in  the  price  of  coals,  such  as  that 
which  took  place  in  1872,  and  which  amounted  to  50  per  cent.,  which  is 
consequent  on  the  increased  difficulty  of  raising  coal,  affords  no  ground 
for  an  increase  of  salaries,  because  it  affects  all  classes  alike,  and,  if  it  had 
been  foreseen  at  the  time  when  the  officials  entered  the  service,  they 
coold  not  have  provided  against  it,  for  they  would  have  suffered 
quite  as  much  if  they  had  entered  the  service  of  private  employers. 
In  connection  with  this  subject  I  may  refer  to  the  attempt  which 
has  been  made  by  a  certain  party  in  the  House  of  Commons  to 
enforce  retrenchment  in  the  national  expenditure  by  restricting  it  to  a 
fixed  sum  of  money.  Honourable  as  are  the  motives  of  those  who  take 
this  course,  they  only  weaken  their  cause  by  adopting  it,  for  it  is  impose 
Bible  that  when  the  value  of  money  has  fallen  the  same  sum  can  be 
sufficient  to  obtain  the  same  quantity  of  labour.  Mr.  (now  Sir  William) 
Hurcourt,  in  his  speech  made  in  the  House  of  Commons,  on  February  1 8, 
1873,  found  &ult  with  the  ministry  for  having  allowed  the  national 
expenditure  in  the  year  1872  to  exceed  by  75,000,000f.  that  of  1866,  and 
in  answer  to  the  plea  that  the  prices  of  many  articles  required  by  the 
Government  had  risen,  he  urged  that  steps  ought  to  have  been  taken  to 
reduce  the  expenditure  in  other  directions.  An  Economist  must  read  with 
astonishment  such  a  singular  argument,  for  on  what  rational  principle  can 
it  be  contended  that  the  same  sum  of  money  which  was  sufficient  in  1866 
most  have  been  sufficient  in  1872  ?  Not  only  had  population  increased 
in  the  interval,  not  only  had  commerce  extended  itself  in  a  greater 
proportion,  but  the  Government  had  undertaken  new  duties,  and  notably 
had  devoted  a  larger  sum  to  deiray  the  expenses  of  popular  education, 
and,  in  addition  to  all  this,  a  marked  fall  in  the  value  of  gold  had  taken 
place  in  the  year  1872.  It  would  be  thought  strange  indeed  if  anyone 
were  to  contend  that  the  people  of  England  ought  to  be  satisfied  with 
the  same  quantity  of  food  which  they  had  found  sufficient  seven  years 
ago,  or  that  a  manufacturer  who  had  found  it  profitable  to  increase  the 
number  of  his  furnaces  should  stiU  content  himself  with  his  former 
quantity  of  coal.  Yet  such  a  contention  would  not  be  more  surprising 
than  aiat  put  forward  by  Sir  William  Harcourt.  The  value  of 
money  has  fallen,  and  the  Government  must,  therefore,  pay  more  to 
those  whom  it  employs,  and  Sir  William  Harcourt  replies  that  in 
that  case  it  ought  to  employ  fewer  men.  The  value  of  coal,  of  iron, 
and  of  some  other  articles  of  which  the  Government  requires  a  large 
quantity  has  increased,  and  Sir  WiUiam  Harcourt  maintains  that 
the  Government  ought  to  buy  smaller  quantities.    This  course  may 
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be  suitable  to  a  private  individual,  but  the  (Jovemment  has  to  provide 
for  the  defence  of  the  country,  and  the  same  number  of  Bhipe  and  gaiis 
are  required  whether  they  be  cheap  or  dear.  The  increase  of  which  he 
complained  only  amounted  to  5  per  cent.,  and  the  increase  in  the 
incomes  of  the  people  during  the  same  interval  was  certainly  quite  equal 
in  extent.  They  were,  therefore,  quite  as  well  able  to  meet  the  increaeed 
burdens  as  they  had  been  to  bear  the  lighter  ones.  It  is  true  that  the 
increased  cost  of  coals  had  inflicted  considerable  suffering  on  the  middle 
and  lower  classes,  and  this  constituted  a  grave  argument  for  rednciug 
expenditure,  but  this  argument  could  derive  no  additional  support  irom 
the  fact  that  a  smaller  sum  of  money  had  been  found  sufficient  in  1866 
than  was  spent  in  1872. 

The  gold  discoveries  have  reduced  the  value  of  that  metal  in  tho«! 
countries  where  they  took  place  to  a  greater  extent  than  in  the  rest  of 
the  world.  They  have,  consequently,  given  rise  to  some  peculiarities  in 
the  commercial  relations  of  Australia  and  California  with  the  rest  of 
the  world,  which  have  been  pointed  out  and  explained  by  Cainies 
in  ''Eraser's  Magazine"  of  September.  1859,  and  January,  18G0.* 
Humboldt  contends  that  the  possession  of  gold  or  silver  mines  is  not 
prejudicial  to  the  agriculture  of  a  country,  and  he  points  to  the  kci 
that  land  is  cultivated  in  the  vicinity  of  the  mines  for  the  sole  purpoec 
of  supplying  food  to  the  miners  as  establishing  his  theory.  Caimes, 
however,  who  has  quoted  and  commented  on  this  remwk  of  Humboldt's, 
pointe  out  that  the  possession  of  mines  does  induce  the  people  to  tum 
their  attention  to  them  rather  than  to  the  raising  of  agricultural  produce 
for  exportation.  Humboldt  himself  observed  that  the  people  of  Mexico 
exported  very  little  of  any  other  commodity  than  silver,  and  he  attributed 
this  to  a  mistaken  idea  of  their  true  interests  prevailing  among  the 
people.  But  it  is  an  error  to  suppose  that  a  people  can  continue  for 
centuries  to  export  a  particular  article  when  they  produce  another  one 
to  export  which  would  be  more  profitable  to  them,  and  although 
Humboldt  is  right  in  saying  that  wealth  does  not  consist  of  money 
alone,  he  is  wrong  in  supposing  that  the  wealth  of  Mexico  is  not 
increased  by  means  of  its  exportation  of  silver.  The  silver  itself  is  not 
its  wealth,  but  the  foreign  commodities  which  are  exchanged  for  it  form 
a  great  part  of  the  wealth  of  the  Mexican  people.  California  and 
Australia  have  continued,  since  the  discoveries,  to  obtain  most  of  their 
imports  in  return  for  gold,  and  here  also  the  possession  of  abundant 
mines  has  tended  to  develope  mining  enterprise  at  the  expense  of  other 
branches  of  industry.    CaUfomia,  though  possessing  extensive  forests^ 

*  Re-publiBhed  in  his  Essays. 
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imports  timber  from  Vancouver's  Island ;  and  Ansfcralia,  though  possess- 
iog  almost  unriTalled  pastures^  imports,  or  used  to  import,  butter  from 
Ireland.  Boots  and  shoes  are  exported  from  England  to  Australia, 
although  leather  can  be  procured  in  Australia  with  less  labour,  and  boots 
can  be  manufactured  with  at  least  as  little  labour  as  in  England.  Though 
they  could  be  produced  in  AustraUa  with  less  labour,  they  cannot  be  sold  at 
so  low  a  price  because  money-wages  are  higher,  not  merely  absolutely, 
but  relatively  to  the  efficiency  of  the  labourers,  and  the  people  of  California 
aad  Australia  obtain,  by  importing  foreign  commodities,  an  advantage  of 
the  same  kind  as  that  enjoyed  by  a  landlord  who  possesses  a  superior 
farm,  and  they,  in  fact,  receive  a  rent  from  the  rest  of  the  world  for  the 
ufic  of  their  abnndant  mines.  This  advantage  in  their  position  has  given 
a  great  stimulus  to  emigration  to  those  countries,  and,  consequently,  to 
their  industrial  progress,  which  has  been  remarkably  rapid.  During  the 
ten  years,  1840-49,  the  total  number  of  emigrants  to  Australia  amounted 
to  126,037,  while  in  the  next  decennial  period,  1850-59,  the  number 
swelled  to  498,537,  that  is  to  say,  very  nearly  quadrupled.  The 
population  of  Australia  increased  irom  503,451  in  1850,  to  1,165,424  in 
1859,  that  is,  more  than  doubled,  while  that  of  Victoria,  the  principal 
seat  of  the  discoveries,  increased  nearly  sevenfold  during  the  same  period, 
havuig  risen  from  77,345  to  530,202.*  The  remoteness  of  Australia  had 
previously  proved  a  great  obstacle  to  its  colonisation  from  Europe,  but 
the  attraction  of  the  goldmines  was  sufficient  to  overcome  all  difficulties, 
and  the  discoveries  have  powerfully  contributed  to  the  extension  of 
civilisation  in  this  new  quarter  of  the  globe.  The  effects  of  the 
discoveries  in  California  have  been  even  more  beneficial  to  mankind, 
since  they  have  prevented  the  establishment  of  slavery  in  the  Pacific 
States  of  the  American  Union.  The  cession  of  California  was  extorted 
fi'om  Mexico  by  the  Government  of  the  United  States,  because  the  then 
dominant  slavery  party  desired  to  extend  slavery  into  that  region,  and 
wished,  and  intended,  to  form  it  into  a  Slave  State.  The  gold  discoveries, 
however,  were  made  almost  as  soon  as  the  cession  had  taken  effect,  and 
the  news  attracted  so  large  a  body  of  miners  from  the  Free  States,  that 
the  proposal  to  introduce  slavery  was  rejected  by  the  people.  The 
admission  of  Califomia  into  the  Union  as  a  Free  State  disturbed  the 
balance  which  had  hitherto  been  even  between  the  Free  and  Slave 
States,  and  by  turning  it  in  favour  of  the  former,  paved  the  way  for  that 
dissatisfaction  on  the  part  of  the  latter  which  produced  the  civil  war, 
which  resulted  in  the  abolition  of  slavery.  As  England  engrosses  the 
chief  part  of  the  foreign  commerce  of  the  United  States  and  of  Australia, 

♦  Histoire  de  L' Emigration.     Par  Jules  Duval.    Paris  1862,  pp.  805-816. 
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it  has  received  most  of  the  gold  exported  irom  them ;  aiid  when  the 
importation  had  produced  a  rise  of  wages,  and  of  the  prices  of  mauj 
articles,  it  became  profitable  to  import  goods  from  the  Continent,  and  to 
export  gold  in  return ;  so  that  England  has  performed  the  part  of  an 
agent  in  distributing  the  new  supplies  of  gold  throughout  the  commercial 
world.  In  this  way  England  received  during  the  period  1858-71,  4J 
milliards,  of  which  it  is  known  that  three  milliards,  and  it  is  supposed 
that  a  larger  quantity,  have  been  re-exported,  partly  to  the  Continent, 
and  partly  to  India  and  China.  During  the  same  period  more  than  a 
milliard  was  sent  direct  from  the  gold-producing  countries  to  India  and 
China^  and  the  rest  of  the  7^  milliards,  which  were  raised  in  the  whole 
world  during  this  period,  have  been  absorbed,  partly  by  the  Continent, 
and  partly  by  the  gold  countries  themselves. 
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OBJECTS     OF    trades'    UNIONS  —  THKIE    OfiOANISATION— BXTISNT    OF 

THSIB  POWER — THEIR  UTILITY— CO-OPERATION — ^INDUSTRIAL 

PARTNERSHIP— GENERAL  REFLECTIONS. 

The  rise  of  wages  which  has  been  described  in  the  last  chapter  has  not 
taken  place  without  attracting  a  large  share  of  public  attention,  and  there 
is  one  explanation  which  has  been  so  often,  and  so  ably  put  forward  to  . 
account  for  it,  as  to  require  an  examination  at  some  length.  It  has  been 
frequently  asserted  that  the  rise  in  question  has  been  brought  about  by 
the  action  of  those  combinations  among  the  workmen  which  are  known 
by  the  general  name  of  trades'  unions,  and  the  discussion  of  this  ques- 
tion has  been  in  the  highest  degree  advantageous  to  the  progress  of 
Political  Economy.  Among  the  works  to  which  this  controversy  has 
given  birth,  two  stand  pre-eminent,  one  on  either  side  of  the  question ; 
that  of  Mr.  Thornton,  "  On  Labour,"  in  which  it  is  contended  that 
trades'  unions  can,  and  do,  raise  wages,  and  Mr.  Brassey's  *'  Work  and 
Wages,"  in  which  it  is  contended  that  they  cannot,  and  do  not,  raise 
wages  to  any  higher  level  than  free  competition  would  establish.  It  might 
be  Bu£Scient,  as  far  as  concerns  the  discussion  in  the  last  chapter,  to  point 
out  that  the  faU  in  the  value  of  gold  was  deduced  from  the  rise  in  the 
wages  of  agricultural  labourers,  and  that  no  unions  were  formed  among 
this  class  until  after  the  latest  year  to  which  the  figures  there  given 
rela£e«  But  the  question  is  of  such  importance,  and  its  solution  is  so 
necessary  to  a  right  understanding  of  the  laws  which  govern  wages,  that 
it  deserves  an  examination  on  its  own  account.  A  trade  union  is  a 
society  of  workmen  formed  for  the  object  of  supporting  its  members 
when,  from  some  cause  or  other,  they  are  out  of  employment.  The  rules 
of  different  unions  differ  considerably ;  some  of  them  granting  an  allow- 
ance to  members  in  case  of  sickness,  some  of  them  sanctioning  a 
payment  for  the  funeral  expenses  of  a  member  or  his  wife,  while  others 
are  confined  to  the  support  of  men  on  strike.  There  have  always  been 
temporary  combinations  of  workmen  for  the  purpose  of  assisting  one 
another  during  the  continuance  of  a  strike,  and  such  associations  were 
referred  to  by  Adam  Smith,  and  one  is  even  mentioned  as  having  been 
formed  in  the  14th  century.  But  it  was  not  till  the  present  century 
that  workmen  began  to  feel  the  necessity  of  forming  a  permanent  orga- 
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nisation  for  conducting  their  disputes  with  their  employers,  and  for  suc- 
couring one  another  in  cases  of  unavoidable  distress;  and  the  rapid 
growth  of  these  societies  during  the  present  century,  has,  no  doubt,  been 
brought  about  by  the  great  extension  of  our  manufactures,  and  by  the 
great  and  frequent  vicissitudeB  which  this  extension  has  entailed.  It  so 
frequently  happens  that  a  particular  trade  is  depressed  in  one  town  while 
it  is  flourishing  in  another,  that  those  who  are  engaged  in  the  same  trade 
hare  become  sensible  of  the  advantages  which  they  might  derive  from  an 
organisation  which  should  enable  them  to  remove  from  a  place  where 
their  labour  is  not  required  to  one  where  it  is ;  and  where  this  cannot  be 
done,  should  relieve  their  most  pressing  wants  by  a  moderate  allowance 
paid  out  of  a  fund  to  which  they  have  themselves  contributed  when  fiiUy 
employed.  As  soon  as  a  society  has  agreed  to  give  an  allowance  to  its 
members  when  out  of  work,  it  becomes  almost  necessary  to  determine 
what  is  the  proper  rate  of  wages  which  its  members  ought  to  receive 
while  working  at  the  trade  to  which  they-belong ;  since,  if  a  man  who 
is  out  of  work  is  offerred  what  is  no  more  than  half  the  usual  wages  of 
the  trade,  it  cannot  be  said  that  he  has  a  fair  offer  of  employment ;  and 
he  may  justly  call  on  the  society  to  give  him  an  allowance  just  as  if  no 
such  offer  had  been  made  to  him.  These  societies,  therefore,  generally 
fix  a  minimum  rate  of  wages,  less  than  which  its  members  are  at  liberty 
to  refuse  without  forfeiting  their  claim  to  an  allowance  from  the  society. 
As  it  frequently  happens  that  the  ideas  entertained  by  the  leaders  of  the 
society  as  to  what  is  the  proper  rate  of  wages  do  not  coincide  with  thoee 
of  a  particular  master  on  the  same  subject,  a  society  often  finds  itself 
obliged  to  support  some  of  its  members  who,  though  perfectly  able  to 
obtain  employment  if  they  choose,  will  not  consent  to  the  terms  which 
are  offered  by  a  capitalist.  Thus,  by  a  natural  transition,  a  society 
which  has  been  formed  to  obtain  objects  which  meet  with  universal 
approval  is  transformed  into  one  of  those  which  are  the  subjects  of  so 
much  obloquy,  the  feared  and  hated  trades'  unions.  Such  has  been  the 
origin  of  some  of  the  oldest  and  most  successful  trades'  unions,  which 
still  devote  the  larger  part  of  their  fimd  to  the  charitable  purposes  for 
which  they  were  first  instituted,  and  apply  only  a  small  sum  to  the  sup- 
port of  members  engaged  in  strikes.  But  other  unions  have  had  a  less 
peaceful  origin,  having  been  the  direct  results  of  extensive  or  unsuccessftd 
strikes.  The  intense  misery  which  a  protracted  strike  on  a  large  scale 
has  so  often  occasioned  to  those  engaged  in  it,  has  had  the  effect  of 
teaching  mechanics  and  others  the  necessity  of  forming  an  extensive 
organisation  so  as  to  provide,  not  merely  against  temporary  loss  of 
employment  in  an  individual  case,  but  against  even  so  great  a  cakmify 
as  the  closing  of  all  the  workshops  in  a  single  town,  or  in  half  a  county; 
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and  the  failore  of  a  strike  has  thoa  had  the  effect  of  mitigating  the  sof- 
ferings  of  a  succeeding  strike  by  leading  to  the  formation  of  larger 
anions^  until  some  have  been  formed  with  branches  in  all  parts  of  Eng- 
land^  and  with  some  even  in  foreign  countries.  Unions  which  have  had 
Bach  an  origin  have  formed  the  natural  rallying  points  round  which 
workmen  have  gathered  whenever  they  have  been  engaged  in  a  dispute 
with  their  employers,  and  have  thus  been  led  to  take  cognisance,  not 
merely  of  disputes  regarding  the  rate  of  wages,  but  also  of  those  which  have 
related  to  the  hours  of  labour,  the  mode  of  performing  a  particular  kind 
of  work,  or  matters  purely  local  or  personal.  The  antagonism  in  which 
they  have  been  placed  towards  the  employers  has  rendered  it  necessary 
for  them  to  exercise  more  authority  oyer  their  own  members  than  a  mere 
benefit  society  has  any  occasion  to  do,  since  their  success  in  a  struggle 
depends  upon  their  power  to  deprive  employers  of  the  means  of  procur- 
ing men ;  and  they,  accordingly,  enact  stringent  rules  to  prevent  their 
own  members  from  working  on  conditions  which  they  do  not  approve. 
As  these  rules  frequently  cause  individual  hardships,  the  unions  have 
often  been  regarded  as  tyrannical  societies,  whose  object  is  to  prevent 
workmen  from  making  the  best  bargain  which  they  can  for  themselves ; 
but  this  is  but  a  short-sighted  view,  since  they  are  formed  by  the  work- 
men themselves  to  obtain  their  own  advantage,  and  in  this,  as  in  other 
cases,  it  is  frequently  necessary  to  submit  to  a  little  suffering  to  obtain 
a  greater  and  permanent  good. 

The  organisation  of  trades'  unions  is  extremely  simple.  The  members 
are  required  to  pay  a  weekly  subscription,  which  only  in  a  few  cases 
amounts  to  so  much  as  a  franc,  and  is  generally  much  less.  All  the 
officers  of  the  society  are  elected  by  universal  suffrage  of  the  members, 
and  none  of  them,  except  the  secretary,  receive  a  sufficient  salary  to 
exempt  them  from  the  necessity  of  labouring  at  their  trade.  All  the 
members  are  required  to  serve  in  turn  upon  the  committees  which 
manage  the  affairs  of  the  society,  and  while  so  employed  they  receive  a 
small  compensation  for  their  trouble.  In  the  larger  unions,  like  the 
amalgamated  societies  of  engineers  and  carpenters,  which  have 
numerous  branches,  the  affairs  of  each  branch  are,  for  the  most  part, 
conducted  by  the  local  committee ;  but  a  strike  cannot  be  entered  on 
miless  leave  has  been  obtained  from  the  central  committee,  which  holds 
its  meetings  in  London,  or  whatever  place  may  be  chosen  for  the  head 
office.  The  secretaries  of  the  different  branches  are  required  to  make 
monthly  reports  to  the  head  office  with  regard  to  the  state*  of  trade,  and 
of  the  society  in  their  respective  districts ;  and  thus  the  central  executive 
committee  is  fiimished  with  the  means  of  taking  a  general  survey  of  the 
condition  of  the  trade  throughout  the  country.    The  central  executive 
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has  no  power  to  originate  a  strike  at  any  of  the  branches,  but  can  only 
sanction,  or  veto,  a  proposal  on  the  part  of  a  branch  committee  to  engage 
in  a  strike ;  and  the  evidence  of  the  secretaries  who  were  examined  before 
the  Trades'  Union  Conmiission,  shows  that  such  proposals  are  more  often 
vetoed  than  sanctioned  at  head-quarters.  The  secretary  is  nsoally 
elected  for  one  year,  but  is  re-eligible,  and  generally  re-elected ;  and, 
indeed,  considerable  hardship  would  be  inflicted  upon  him  if  he  were  not, 
since  it  is  necessary  for  him  to  abandon  his  trade  during  his  term  of 
office,  and  this  must  more  or  less  unfit  him  for  resuming  his  former 
occupation  when  his  time  has  expired.  Obviously,  too,  it  is  an  advantage 
to  the  society  to  retain  the  services  of  an  experienced  man  who  Ims 
shown  himself  fit  for  his  post.  The  secretary,  however,  although  he  is 
pretty  sure  to  obtain  considerable  influence  in  the  society,  is  always 
responsible  to  it,  and  is  constantly  exposed  to  the  danger  of  dismissal  if 
he  ceases  to  conduct  himself  in  a  manner  approved  of  by  the  majority  of 
the  members.  The  weekly  subscriptions  of  the  members  are  sufficient  to 
defray  all  the  ordinary  expenses  of  the  society,  such  as  the  allowances  in 
case  of  sickness,  the  pay  of  its  officers,  correspondence,  printing,  &c. 
But  when  a  strike  on  a  large  scale  is  undertaken,  an  additional  levy  is 
made  upon  all  the  members  who  are  in  employment,  for  the  purpose  of 
maintaining  those  on  strike.  The  allowance  which  the  latter  receive 
seldom  amounts  to  more  than  a  third  of  what  they  would  earn  if  they 
could  obtain  employment ;  so  that  the  assistance  of  the  society  can 
hardly  be  said  to  afford  any  encouragement  to  idleness,  more  especially 
as  they  forfeit  their  allowance  by  refusing  to  accept  employment  when 
the  conditions  are  approved  by  the  conunittee  of  the  society.  In  some 
cases  a  society  grants  money  in  aid  of  a  strike  in  some  other  trade  than 
that  to  which  its  own  members  belong,  but  this  is  only  an  exceptional 
case,  when  the  strike  has  excited  much  public  attention,  and  is  of  such  a 
nature  as  to  enlist  the  sympathies  of  the  great  body  of  the  working 
classes  in  its  &vour. 

In  dMer  properly  to  discuss  the  vexed  question  whether  trades'  unions 
are  able  to  raise  the  rate  of  wages,  it  is  first  necessary  to  determine  what 
is  meant  by  their  ability  to  raise  wages.  Unfortunately,  some  even  of 
the  ablest  writers  who  have  engaged  in  this  controversy  seem  to  have 
done  so  without  any  clear  notion  on  this  subject,  and  to  have  thought 
that  the  mere  fact  that  wages  have  risen  since  trades'  unions  were  first 
established,  is.  sufficient  to  prove  that  the  unions  have  been  the  cause  of 
the  rise.  Mr.  Harrison,  in  his  article  on  "  The  Good  and  Evil  of  Trade 
Unionism,"  *  enumerates  a  long  list  of  strikes  which  have  been  successful, 

♦  •*  Fortnightly  Review,"  November,  1866. 
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and  B&jSy  that  he  leaves  it  to  those  Economists  who  first  frame  theories 
and  then  make  the  facts  to  fit  them,  to  explain  how  the  fiicts  which  he 
cites  are  to  be  reconciled  with  the  theory  which  maintains  that  combi- 
nations of  workmen  have  no  power  to  alter  the  rate  of  wages.  Mr. 
Thornton  in  discussing  the  same  question,  observes,  '^  A  review  of  the 
industrial  warfare  of  this  country  during  the  last  forty  or  fifty  years  will 
fihow,  on  the  one  hand,  that  when  differences  between  masters  and  men 
have  led  to  very  severe  and  protracted  struggles,  the  masters  have 
invariably  come  off  conquerors,  yet  will  show,  on  the  other,  that  in  all 
the  intervals  between  their  victories  the  masters  have  been  continually 
giving  way.  Repeatedly  they  have  been  seen  successfully  maintaining 
their  groond  against  the  most  desperate  assaults,  and  then,  presently 
afterwards,  tamely  retreating  without  waiting  for  a  renewed  attack. 
Repeatedly  they  have  put  themselves  to  enormous  expense  in  resisting 
their  men's  demands,  for  little  other  purpose,  apparently,  than  that  of 
having  a  decent  excuse  for  subsequently  admitting  them.  During  nearly 
half-a-century,  all  signal  triumphs  have  been  on  one  side,  all  substantiid 
BQccess  on  the  other.  In  all  the  more  extensive  and  prolonged  strikes, 
whose  duration  proves  that  though  strenuously  maintained  they  were 
likewise  firmly  lesisted,  the  men  having  invariably  put  forth  their  utmost 
strength  merely  to  find  that  strength  miserably  inadequate ;  invariably, 
they  have  met  with  what  a  tender-hearted  opponent,  regarding  their 
proceedings  with  eyes  not  the  less  conuniserating  because  those  of  an 
iromnaster,  has  aptly  termed  Uhe  same  dismal  uniformity,  the  same 
miserable  monotony  of  defeat.'  .  .  Wherever  the  masters  have 
{Persevered  they  have  reduced  their  men  to  submission,  but  there  ia  no 
great  exaggeration  in  saying  that  for  every  instance  of  such  successftil 
persistence  on  their  part,  there  have  been  a  hundred  in  which  they  have 
yielded  or  compromised  the  matter  at  issue,  perhaps  after  a  short 
fight,  but  as  often  as  not,  merely  waiting  to  be  convinced  that  the 
men  were  in  earnest  about  fighting.  In  all  trades  under  the 
inilaence  of  unionism,  wages,  though  subject  to  occasional  fiuctuation, 
have,  ever  since  that  infiuence  began  to  make  itself  felt,  been,  on  the 
whole,  continually  rising.  In  some  they  are  25  or  80,  and  in  one 
50  per  cent,  higher  than  they  were  forty  years  ago,  and  in  aU,  the 
average  rate  is  probably  at  least  15  per  cent,  higher  than  it  was  then." 
(On  Labour,  2nd  Edit.,  pp.  251-254.) 

These  writers  seem  to  consider  that  the  question  is  merely  whether  a 
rise  of  wages  is  sometimes  opposed  by  the  masters,  and  is  conceded  from 
a  fear  on  their  part  that  the  men  will  refrise  to  work  unless  they  obtain 
what  they  demand.  If  this  were  the  whole  of  the  question  at  issue 
there  would  be  little  occasion  for  controversy,  since  nothing  is  more 
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oertain  than  that  masters  hare  freqaently  acceded  to  the  demands  of  a 
trade  union.  But  the  economic  question  is  not  whether  unions  are  in 
some  cases  a  part  of  the  machinery  employed  in  adjusting  the  rate  of 
wages,  but  whether  the  unions  have  anj  power  to  raise  wages  above  the 
rate  at  which  they  would  be  fixed  by  the  competition  of  masters  and  men 
if  there  were  no  combination  on  the  part  of  the  latter.  The  "post  hoc, 
ergo  propter  hoc/'  which  these  writers  put  forward  as  a  sufficient  argp- 
ment  to  establish  their  case,  will  not  avail  unless  it  can  be  shown  that  no 
rise  has  taken  place  in  those  trades  which  are  not  subject  to  the  influence 
of  unionism.  Not  only  do  they  fornish  no  evidence  to  show  that  there 
has  been  no  rise  in  other  trades,  but  it  would  be  difficult  to  do  so,  for  the 
table  given  in  the  last  chapter  shows  that  during  the  period  1851-70 
there  was  a  rise  of  30  per  cent,  in  the  wages  of  agricultural  labourers, 
although  they  had  not  at  that  time  formed  any  unions  at  all.  There  can 
be  no  doubt  that  wages  sometimes  rise^  and  in  those  trades  in  which 
nnions  exist  a  demand  for  an  increase  is  frequently  put  forward  or  sup- 
ported by  the  unions,  but  if  there  is  no  greater  rise  in  these  trades  thw 
in  others  the  mere  fact  of  a  rise  does  not  prove  that  the  unions  have 
caused  it.  The  immediate  occasion  of  a  rise  is  a  request  on  the  part  of 
the  men,  and  the  consent  of  the  employers  is  necessary  to  establish  it ; 
but  the  question  is,  whether  the  rate  can  be  settled  arbitrarily,  or  whether 
both  employers  and  men  are  obeying,  consciously  or  unconsciously,  an 
economic  law  which  settles  what  their  rate  is  to  be,  and  to  which  both  parties 
must  submit.  Mr.  Thornton,  indeed,  is  prepared  to  find  other  explanations 
given  of  the  rise  to  which  he  refers,  but  he  thinks  that  they  can  be  easily 
disposed  of  by  the  following  reply : — "  Of  course  it  is  open  to  any  one  to 
question  whether  the  enhancement  of  labour's  remuneration  which  has 
thus  been  going  on  at  both  ends  is  due  to  the  influence  of  trades'  unions, 
and  whether  it  would  not  have  taken  place  equally  if  the  price  of  labour 
had  been  left  to  find  its  own  level  without  extraneous  interference.  The 
questioner  here,  however,  may  very  properly  be  left  to  answer  himself, 
as  he  may  satisfactorily  do  by  proceeding  to  enquire  how  often  any 
portion  of  the  enhancement  referred  to  has  been  volunteered  by  the 
masters,  and  how  often  it  has  only  yielded  to  solicitation  with  force  in 
the  background.  He  will  find  the  instances  of  masters  spontaneously 
raising  wages  to  be  about  as  numerous  as  those  of  workmen  conscien- 
tiously believing  themselves  to  be  overpaid,  and  coming  forirard  to 
insist  that  their  wages  should  be  reduced."    (pp.  257-8.) 

But  this,  if  it  proves  anything,  proves  too  much ;  for,  if  the  mere 
&ct  that  a  rise  of  wages  is  preceded  by  a  demand  on  the  part  of  the 
labourers  is  sufficient  to  prove  that  they  can  raise  the  rate  of  wages, 
the  parallel  fact  that  a  fall  never  takes  place  unless  proposed  by  the 
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masteiB  must  be  sofficient  to  prove  that  the  latter  have  the  power  of 
wdncing  wages,  and  we  are  thus  brought  to  the  singular  conclusion  that 
each  of  the  parties  to  the  bargain  has  the  power  to  determine  it  in  his 
own  &vour.  Mr.  Thornton  seems  to  forget  that  the  question  is,  not 
vhidi  of  the  parties  is  the  first  to  propose  an  alteration,  but  whether  a 
oombiuation  on  one  side  is  able  to  effect  an  alteration  under  conditions 
in  which  it  would  not  take  place  if  no  combination  had  been  made.  It 
is  difficult  to  conceive  any  stronger  argument  against  Mr.  Thornton's 
ooatention  than  is  furnished  by  his  own  evidence.  He  tells  us  that 
whenever  a  great  struggle  has  taken  place  between  masters  and  men  the 
former  have  invariably  triumphed,  and  that,  nevertheless,  wages  have 
been  constantly  rising.  Surely  this  affords  a  convincing  proof  that  the 
rific  is  due  to  some  other  cause  than  the  action  of  the  men.  Whenever 
they  have  put  forward  a  demand  which  the  employen^  have  seen  to  be 
inadaiissible  they  have  been  unsuccessful,  and  they  have  succeeded  only 
in  those  cases  where  the  employers  have  considered  the  claims  to  be 
reasonable,  and  have  readily  consented  to  them.  Surely,  then,  the 
explanation  of  the  rise  must  be  sought  in  the  circumstances  which  con- 
vince employers  that  a  rise  is  required  in  some  cases  and  not  in  others. 

Mr.  Harrison  and  Mr.  Thornton  have,  of  course,  no  difficulty  in 
Belecdng  trades  in  which  unions  have  been  formed  and  in  which  wages 
have  risen,  and  if  we  confine  our  observation  to  these  trades  a  good  case 
seems  to  be  made  out ;  but  it  has  been  reserved  for  Mr.  Brassey  to  show 
that  the  rise  has  been  by  no  means  confined  to  these  trades,  and  thus  to 
confront  the  imposing  array  of  facts  with  another  set  of  facts  equally 
well-established,  and  tending  to  an  exactly  opposite  conclusion.  The 
fdlowing  passage  affords  some  instances  of  a  rise  of  wages  in  cases  where 
trades'  unions  were  not  in  operation: — *^Our  operatives  have  but  a 
faint  conception  of  the  rise  of  wages  which  has  taken  place  abroad  in 
countries  where  trades'  unions  did  not  exist,  and  where  the  improvement 
in  the  workman's  condition  was  attributable  solely  to  the  increased 
demand  for  labour.  Prom  the  tables  given  in  the  report  prepared  by 
Mr.  Phipps,  on  the  industrial  classes  in  Wurtemberg,  it  appears  that  the 
average  increase  in  the  rate  of  wages  in  eight  branches  of  manufactures 
and  industry,  during  the  last  thirty  years,  amounted  to  between  60 
and  70  per  cent.  In  the  building  trades  the  rise  of  80  to  90  per 
cent,  is  to  be  explained  solely  by  the  unusual  activity^  in  the  trades. 
Asageneral  average,  69  per  cent,  may  be  taken  as  the  increase  m  the 
daily  wages  for  the  ouWoor  labourers.  In  their  claas  the  mcreas^ 
demand  for  laboia:  is  peculiarly  noticeable.  In  Hungary,  ^^^J^®  J^^ 
the  wages  of  common  labourers  were  Is.  3d.  a  day.  ^^^  ^^  ^ 
nmer^  of  wages  were  paid  on  the  railwayB,  although  agnooltoal 
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labourers  were  earning  only  6^.  a  day  in  money,  together  with  an 
equivalent  of  8jd.  in  food.  In  1871,  in  Saxony  and  Bohemia,  in  con- 
seqaenoe  of  the  great  and  increasing  demand  for  labour,  both  on  the 
railways  and  from  the  general  revival  of  industry  afl^r  the  cessation  of 
hostilities  with  Prussia,  the  daily  wages  of  labourers  rose  to  2b.  and 
2s.  6d.  On  the  Suczawa  line  the  wages  of  labourers,  at  the  commence- 
ment of  the  works,  varied  from  45  to  60  kreutzers,  or  9d.  to  Is.  a  day; 
but,  owing  to  the  demand  for  men  on  the  Moldavian  lines,  the  wf^es 
rose  within  a  year  to  from  60  to  80  kreutzers,  or  Is.  to  Is.  4d.  a  day." 
(Work  and  Wages,  pp.  48-46.) 

The  London  building  trade  has  been  referred  to  as  one  in  which 
wages  have  been  raised  by  the  action  of  trades'  unions,  but  it  appears 
from  a  table  given  by  Mr.  Brassey  on  p.  198^  of  his  work,  that  the  rise 
during  the  period  1858-69  was  no  greater  in  the  case  of  the  mechanics 
who  were  combined  in  unions,  than  in  that  of  the  labourers  who  were 
not,  the  rise  having  been,  in  both  cases,  equivalent  to  88  per  cent.  It 
was  not  till  1872  that  an  union  was  formed  among  the  common 
labourers  engaged  in  the  London  building  trade.  Thus  it  appears  that 
a  considerable  rise  has  taken  place  in  cases  where  trades*  unions  have 
had  no  influence ;  but,  as  if  to  make  the  case  still  stronger,  one  trade 
which  possesses  a  very  large  and  powerful  union  exhibits  scarcely  any 
rise  of  wages  during  a  period  of  fifteen  years.  The  Amalgamated 
Society  of  Engineers  is,  in  point  of  numbers,  wealth,  and  organisation, 
second  only  to  the  Amalgamated  Society  of  Miners,  and  has  been 
described  as  being  so  powerful  that  employers  will  never  again  venture 
to  try  its  strength.  Yet  it  appears,  from  a  table  given  by  Mr.  Brassey 
(p.  157),  that  the  wages  of  the  engineers  employed  at  the  Canada 
Works,  Birkenhead,  were  not  materially  higher  in  1869  than  they  had 
been  in  1854,  when  the  works  were  first  established,  the  rise  not  being 
so  much  as  4  per  cent.  It  is  true  that  they  had  risen  to  a  higher  rate 
in  some  of  the  intervening  years,  but  it  is  equally  true  that  they  had 
often  &llen  below  the  point  at  which  they  stood  in  1854.  The  average 
number  of  men  employed  was  600,  which,  Mr.  Brassey  informs  us,  is 
'^  a  sufficient  number  to  afford  a  &iir  opportunity  of  testing  the  average 
wages  in  the  mechanical  trades  throughout  the  coxmtry,"  and  many  of 
them  belonged  to  trades'  unions ;  and  as  these  bodies  were  unable  to 
prevent  wages  from  falling  on  several  occasions,  it  would  be  unreasonable 
to  give  them  the  credit  of  a  rise  whenever  one  has  occurred.  Thus  it 
appears  that  facts,  when  carefully  and  impartially  collected,  by  no  means 
establish  the  ability  of  trades'  unions  to  raise  wages  above  their  normal 
level,  and  the  ground  is  now  cleared  for  the  discussion  of  the  theoretic 
question  on  economic  principles. 
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It  is  oommonly  urged  that  trades'  nnionB  cannot  raise  wages  beoanse 
these  depend  on  the  proportion  between  the  wages-fdnd  of  the  oonntry 
and  the  nnmber  of  labourers  employed.  If  by  the  wages-fnnd  be  meant 
simply  the  whole  amount  of  what  is  distributed  in  wages,  it  is  dear  that 
the  whole  body  of  the  working  classes  cannot  receive  more  unless  the 
fimd  be  increased,  but  as  the  object  of  those  who  seek  a  rise  of  wages  is 
to  increase  this  fund,  the  objection  has  little  force,  unless  it  is 
maintained  that  the  wages-fund  is  a  fixed  quantity.  This,  accordingly, 
is  maintained  by  those  who  put  forward  this  argument,  for  they  say  that 
the  whole  body  of  capitalists  set  aside,  or  destine,  a  certain  proportion  of 
their  o^ital  to  be  employed  in  maintaining  labourers,  and  that  they  will 
neither  increase  nor  diminish  this  amount  in  consequence  of  any  action 
on  the  part  of  those  whom  they  employ.  Mr.  Longe  and  Mr.  Thornton 
maintain,  in  opposition  to  this  theory,  that  capitalists  do  not  set  apart 
anj  definite  sum  of  money  to  be  spent  in  wages  rather  than  on  their  own 
personal  enjoyment,  or  on  the  purchase  of  machinery  or  materials.  This 
is  perfectly  true,  but  is  hardly  a  sufiicient  answer  to  the  argument,  since 
their  opponents  do  not  maintain  that  capitalists  consciously  or  arbitrarily 
devote  a  certain  amount  of  capital  to  this  purpose,  but  only  that  the 
circumstances  of  industry  are  such  that  this  amount  must  be  so  employed 
if  indnstry  is  to  be  profitably  carried  on.  In  truth,  however,  the 
proposition  that  the  wages-fund  is  a  fixed  quantity  is  one  which  has 
never  been  satisfactorily  proved,  and  which  it  would  be  difficult  to 
establish.  The  quantity  of  food  and  clothing  existing  at  any  one  time 
in  a  country  is,  indeed,  limited,  and  cannot  be  increased  by  a  combination 
on  the  part  of  the  workmen.  But  there  is  nothing  in  the  nature  of 
things  which  compels  the  possessors  of  capital  (i.0.,  food  and  clothing, 
&c.)  to  employ  always  the  same  quantity  of  it  in  maintaining  operatives, 
and  prevents  them  from  either  increasing  or  diminishing  the  quantity 
which  they  devote  to  the  maintenance  of  their  own  families.  When  an 
abundant  harvest  has  increased  the  quantity  of  food  in  the  country,  it 
must  either  be  eaten  or  wasted ;  but  the  rich,  who  have  the  power  of 
appropriating  it,  may  choose  to  employ  it  in  supporting  a  greater 
number  of  their  own  children  in  idleness,  or  may  choose  to  maintain 
additional  labourers  to  minister  to  their  own  comfort.  The  advocates 
of  the  potency  of  trades'  unions  may,  therefore,  reasonably  contend  that 
these  bodies  can,  by  exerting  a  pressure  on  capitalists,  induce  them  to 
increase,  not,  indeed,  the  capital  of  the  country,  but  the  portion  of  it 
which  is  devoted  to  the  maintenance  of  labourers,  or,  in  other  words,  the 
wages-fdnd.  Whether  this  can  be  done  or  not  will  be  discussed  later 
on,  but  at  present  it  is  enough  to  say  that  the  existence  of  a  wages-fund 
does  not  offer  an  insuperable  obstacle  to  its  being  done. 
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Again,  it  is  said  that  trades'  anions  cannot  alter  the  rate  of  wages 
because  this  is  determined  by  the  deniand  for,  and  the  supply  of,  labour. 
It  iSy  however,  difficult  to  discover  any  other  meaning  in  this  phrase 
than  that  wages  are  determined  by  an  agreement  between  employers  and 
employed.    Mr.  Brussey,  for  instance,  always  ascribes  a  rise  of  wages  to 
an  increased  demand  for  labour,  but  he  frequently  assigns  the  fact  of  a 
rise  as  the  sole  proof  of  a  change  in  the  relations  of  supply  and  demand ; 
and  if  this  mode  of  reasoning  be  admitted  to  be  correct,  it  is  not  easy  to 
see  how  it  could  be  proved  that  a  rise  of  wages  had  been  brought  about 
by  the  action  of  a  trade  union,  since  the  mere  &ct  of  the  rise  would 
be  urged  as  a  sufficient  proof  of  the  increased  demand  for  labour^  which 
would  be  declared  to  be  its  cause.    It  is  perfectly  clear  that  wages 
cannot  rise  unless  employers  are  so  much  in  want  of  workmen  as  to  be 
obliged  to  give  them  increased  wages  rather  than  dismiss  them,  and  if 
this  necessity  is  to  be  called  an  increased  demand  for  labour,  of  conrse 
wages  can  never  rise  unless  the  demand  increases;  but  this  affcH^  no 
proof  that  a  combination  on  the  part  of  the  men  may  not  bring  about 
the  increased  demand  which,  in  this  sense  of  the  words,  it  is  their  objecl; 
to  obtain.     Sometimes,  indeed,  Mr.  Brassey  uses  the  term  '^  great 
demand  for  labour  "  to  signiiy  a  state  of  things  in  which  employers 
have  BO  many  orders  on  hand  that  they  are  glad  to  engage  any  man  who 
can  handle  a  tool,  and  he  seems  to  suppose  that  it  is  only  in  such  cases 
that  a  rise  of  money-wages  can  take  place.     If  this  were  so,  it  might 
afford  a  proof  of  the  inability  of  trades'  unions  to  raise  wages ;  but  the 
general  rise  which  has  marked  the  last  quarter  of  a  century  has  extended 
to  many  trades  which  have  exhibited  no  unusual  activity,  and  it  is  still 
open  to  the  unionists  to  cite  these  cases  as  proo&  of  their  power.    If 
labour  be  regarded  as  a  commodity  whose  price  is  determined  by  "  the 
higgling  of  the  market,"  it  is  open  to  the  unionists  to  contend  that  its 
price  may  be  artificially  raised  by  withholding  part  of  the  supply ;  and 
the  unions  have  the  power  and  the  will  to  do  this  by  restraining  their 
members  (and,  to  some  extent,  all  other  persons)  from  engaging  to 
work  unless  they  receive  sufficient  wages.    This  argument  has  been 
very  forcibly  urged  by  Mr.  Thornton,  who  maintains  that  whenever 
commodities  are  sold  without  any  reserve  price  being  fixed  by  the 
sellers,  they  are  likely  to  fetch  less  than  if  one  had  beoA  fixed,  and  that 
labour   is   commonly  offered   for   sale   without   reserve  because  the 
labourers  cannot  afford  to  wait  until  the  market  takes  a  more  fisivonr- 
able  turn.    They  cannot  afford  to  wait  unless  they  have  some  fund  out 
of  which  to  support  themselves  until  they  can  obtain  their  own  terms; 
and  if  there  are  a  few  individuals  who  have  accumulated  small  sums  of 
money,  they  cannot  (Mr.  Thornton  contends)  obtain  what  they  ask. 
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be<;aitse  they  are  so  few  that  employers  can  dispense  with  their  services 
altogether.  If  Mr.  Thornton  merely  contended  that  a  trade  nnion 
might  here  and  there  enable  an  individaal  to  obtain  the  current  rate  of 
wages  when,  if  left  to  himself,  he  wonld  not  be  able  to  make  so  good  a 
bargain,  there  would  be  nothing  to  object  to  in  the  argoment ;  but  it  is 
going  much  farther  to  contend  that  a  rise  of  80  or  50  per  cent,  in  the 
wages  of  a  whole  trade  has  been  brought  about  by  the  efforts  of  the 
nnions.  If  a  commodity  is  habitually  sold  without  reservation  of 
price,  it  may  sometimes  be  sold  very  low,  but  it  does  not  follow 
that  it  will  always,  or,  on  the  average,  be  sold  for  less  than  its  cost 
price ;  and  it  does  not  follow  that  because  a  workman  is  poorer 
than  his  employer,  he  is  more  likely  to  yield  in  the  struggle.  As  has 
been  nrged  by  Mr.  Sterling  (in  his  essay  contributed  to  "  Recess  Stu- 
dies,") the  motives  which  influence  the  two  classes  are  different  in  kind, 
and  cannot  be  properly  compared  with  each  other.  The  poor  man  has 
the  fear  of  starvation  before  his  eyes,  but  the  rich  man  fears  the  loss  of 
some  luxoiy,  or  some  advantage  of  social  position ;  and  though  the  latter 
may  seem  to  be  a  more  trifling  sacrifice,  yet  the  sacrifice  of  money  which 
the  employer  is  required  to  make  is,  relatively  to  his  fortune,  much  less 
than  it  is  to  the  labourer.  It  has  been  supposed  that  the  unions  limit 
the  nmnber  of  apprentices  whom  any  master  is  to  be  allowed  to  engage, 
with  a  view  of  diminishing  the  number  of  labourers  in  the  trade,  and  of 
thus  raising  the  rate  of  wages.  It  is,  however,  more  probable  that  these 
regulations  are  made  rather  with  the  view  of  compelling  masters  to 
employ  more  journeymen  and  fewer  apprentices  than  with  that  of  limiting 
the  nnmber  of  labourers  in  the  trade.  However  this  may  be,  such 
regulations,  if  they  ever  restrict  the  number  of  persons  in  a  single  trade> 
may  give  rise  to  considerable  inconvenience  by  prcYcnting  work  from 
being  done,  but  they  cannot  raise  the  rate  of  wages. 

In  a  former  chapter  I  have  endeavoured  to  show  that  wages  are 
determined  neither  by  the  extent  of  the  wages-fund,  nor  by  supply  and 
demand,  but  by  the  eflficiency  of  labour ;  and  it  now  remains  to  examine 
whether  the  power  of  trades'  unions  to  raise  wages  is  consistent  with 
this  theory.  Instead  of  reckoning  wages  in  money,  I  will,  for  the  present, 
reckon  them  in  the  article  which  the  labourers  produce.  Let  it  be 
assumed,  for  instance,  that  every  hundred  farm  labourers  produce  3,780 
hectolitres  of  wheat  in  a  year,  and  that  the  rate  of  profit  is  5  per  cent. 
Under  these  circumstances  each  man's  wages  will  be  86  hectolitres  of 
wheat  per  annum,  thus  leaving  180  for  the  farmer's  profit.  In  what  way 
<^  a  combination  of  labourers  raise  wages  above  this  point  ?  Such  a 
combination  obviously  does  nothing  to  increase  the  total  product,  and 
there  is,  therefore,  no  method  by  which  the  labourers  can  obtain  more. 
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except  a  redaction  of  the  farmer's  profit.  Bat  what  power  have  thej 
to  compel  the  &rmer  to  submit  to  this  redaction  ?  They  can^  indeed, 
refuse  to  work  for  him  if  he  rejects  their  demands,  but  he  is  equally  able 
to  refuse  them  his  support  unless  they  accede  to  his  terms.  It  camiot 
be  contended  that  he  is  more  in  need  of  them  than  they  are  of  him,  for 
without  him,  or  rather,  without  his  capital,  they  could  not  maintain 
themselves  at  all.  They  might,  indeed,  provide  their  own  capital  with 
which  to  carry  on  the  work,  but,  if  they  did  so,  they  would  have  become 
capitalists,  and  would  require  the  same  rate  of  profit  as  other  capitalists 
had  formerly  done.  If  we  suppose  that  there  are  other  trades  carried  on 
besides  agriculture,  a  farmer  would  rather  withdraw  his  capital  from 
agriculture  and  employ  it  in  some  other  trade  than  submit  to  a  reduction 
of  profit,  and  such  a  withdrawal  would,  in  time,  produce  so  much  distress 
among  agricultural  labourers  as  to  compel  them  to  reduce  their  demands. 
Mr.  Thornton,  indeed,  contends  that  if  all  the  labourers  of  the  civilised 
world  were  united  into  one  immense  international  union,  they  might 
compel  capitalists  to  submit  to  a  reduction  of  profit,  because  there  wonld 
then  be  no  trade  to  which  a  dissatisfied  capitalist  could  transfer  his 
capital.  But  even  in  such  a  state  of  things  capitalists  would  be  no  more 
at  the  mercy  of  the  labourers  than  the  latter  would  be  at  their  mercj, 
for  capital  would  be  just  as  necessary  to  the  support  of  labourers  as 
it  is  now,  and  it  could  not  be  accumulated  or  preserved  unless  those  who 
undertook  the  task  received  what  they  considered  a  sufficient  remunera- 
tion. Elsewhere,  Mr.  Thornton  himself  admits  that  in  such  a  state  of 
things,  the  capitalists,  if  their  combination  was  as  perfect  as  that  of  the 
labourers,  could  bring  the  latter  to  submission.  But  a  combination  is 
not  necessary  to  prevent  people  from  carrying  on  business  under 
conditions  which  do  not  satisfy  them.  The  self-interest  of  each  would 
induce  him  to  stand  out  against  any  demand  which  threatened  to  trench 
upon  his  profit,  and  the  resistance  of  each  would  protect  the  interests  of 
all.  The  same  argument  will,  of  course,  apply  when  wages  are  measured 
in  any  other  conmiodity  than  wheat ;  and  the  wages  of  colliers,  measured 
in  coal,  cannot  rise  unless  some  means  be  discovered  of  raising  a  greater 
quantity  of  coal  with  the  same  quantity  of  labour.  It  is  the  same  mth 
the  wages  of  gold  miners,  measured  in  gold,  where  the  same  &ct  presents 
itself,  that  while  the  product  remains  the  same,  the  labourers  cannot 
obtain  more  unless  the  capitalists  receive  less,  and  this  the  latter  will  not 
submit  to. 

It  may  be  thought,  however,  that  as  all  kinds  of  labour  are  not 
remunerated  at  the  same  rate,  it  is  possible  for  a  combination  of  labourers 
in  a  single  trade  to  raise  wages  above  the  rate  at  which  they  should  be 
fixed,  if  regard  were  had  to  the  advantages  of  the  particular  trade,  as 
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oomp«red  with  other  trades.  May  they  not,  without  doing  more  work, 
yet  exchange  their  prodacts  on  more  &Tourable  terms  against  the 
products  of  other  classes  of  labourers  ?  To  state  the  matter  differently, 
it  may  be  suggested  that  the  money-wages  of  the  mechanics  engaged  in 
the  building  trade,  for  example,  may  be  raised  in  consequence  of  the 
threat  of  a  strike,  and  that  the  master  builders  may  secure  themselrcs 
against  loss  by  a  corresponding  increase  in  the  prices  which  they  charge 
to  the  public  Mr.  Thornton  contends  not  only  that  this  can  be  done, 
but  that  it  has  been  done  in  this  Tery  trade,  and  he  devotes  a  whole 
chapter  (Book  III.,  chap.  4)  to  an  enumeration  of  all  the  cases  in  which 
it  can  be  done.  He  discusses  the  question  as  if  it  were  one  in  which 
none  but  capitalists  were  concerned,  and  maintains  that  the  rise  in 
question  may  be  effected  in  those  cases  where  the  capitalists  enjoy  a 
practical  monopoly,  and  are  not  compelled  to  reduce  their  prices  by  fear 
of  the  competition  of  other  capitalists.  He  cites  the  building  trade  as 
one  which  is  generally  more  or  less  the  subject  of  a  local  monopoly,  since 
customers  who  require  to  have  some  repairs  executed  in  their  houses, 
have,  generally,  very  little  choice  as  to  the  builder  whom  they  will 
employ.  He  cites,  also,  the  iron  trade  as  one  in  which  English  employers 
have  so  great  an  advantage  over  foreigners  that  they  might  raise  their 
prices  considerably  without  any  fear  of  being  under-sold  by  foreign 
competitors.  He  cites  other  examples  of  the  same  kind,  but  these  two 
are  sufficient  to  serve  as  types;  and  contends  that  in  such  cases  a 
combination  of  labourers  may  effect  a  rise  of  wages  without  trenching 
upon  projSt.  Certainly,  the  rise,  if  effected  in  this  manner,  would  have 
no  effect  upon  profit,  and  need  not  meet  with  any  resistance  on  the  part 
of  the  masters.  But  there  is  another  force  which  seems  to  have  escaped 
the  notice  of  Mr.  Thornton,  which  is  actively  at  work  to  protect  the 
public  against  such  an  imposition.  If  such  a  rise  were  to  take  place,  the 
labourers  in  the  building  trade  would  be  receiving  higher  wages  than 
were  sufficient  to  compensate  its  disadvantages  when  compared  with 
other  trades ;  and  this  disturbance  of  the  balance  would  attract  labourers 
from  other  trades,  whose  competition  would  enable  the  employers  to 
obtain  the  necessary  number  of  hands  at  the  old  rate.  In  practice,  a 
strike  never  extends  to  the  whole  country,  and  when  the  labourers  in 
any  one  town  demand  more  than  the  employers  can  afford  to  pay,  fresh 
hsmds  are  brought  in  from  other  parts  of  the  country,  and  the  former 
nite  is  maintained.  If,  indeed,  such  a  strike  extended  to  the  whole 
country,  it  would  be  difficult  for  employers  to  obtain  skilled  workmen  to 
take  the  places  of  those  who  struck ;  but,  even  in  such  acase,  the  novices 
vroold  be  taken  on  to  perform  the  work  which  was  more  urgently 
required,  while  other  work  would  be  left  until  the  novices  had  acquired 
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skill,  or  until  the  strike  was  over.  Since  Mr.  Thornton  wrote,  a  strike 
in  the  London  building  trade  in  the  summer  of  1872,  though  maintained 
for  many  weeks,  has  ended  in  failure ;  thus  showing  that  this  trade  forms 
no  exception  to  the  general  inile  that  labourers  who  desire  to  obtain  a 
rise  of  wages  must  choose  a  time  when  the  state  of  the  trade  is  favourable 
to  their  demands,  if  they  are  to  meet  with  success.  Although,  however, 
for  the  reasons  just  stated,  I  am  unable  to  admit  that  trades'  unions  have 
any  power  to  raise  wages,  except  at  those  conjunctures  when  a  rise  would 
take  place  without  their  intervention,  I  see  no  reason  to  dispute  the 
correctness  of  Mr.  Fawcett's  opinion,  that  an  union  may  sometimes 
obtain  a  rise  somewhat  earlier  than  it  would  otherwise  be  accorded. 
Treating  the  question  as  an  abstract  one,  I  maintain  that  wages  depend 
on  the  efficiency  of  labour,  and  that  labour  cannot  become  more  efficient 
without  wages  rising ;  but  I  do  not,  of  course,  maintain  that  there  cannot 
be  a  delay  of  a  week  or  a  fortnight  in  the  readjustment  of  the  scale  of 
wages  in  any  trade.  When  a  rise  has  become  necessary,  the  employers 
are  naturally  disposed  to  postpone  it  as  long  as  possible,  and  to 
appropriate  to  themselves  the  high  prolSts  derived  from  a  rise  of  prices, 
unaccompanied  by  a  rise  of  wages.  Under  these  circumstances  it  may 
sometimes  happen  that  a  demand,  preferred  by  an  union,  may  meet  with 
more  prompt  attention  than  one  coming  from  an  unorganised  number  of 
workmen,  since  the  employers  may  stand  more  in  fear  of  a  strike  in  the 
former  case  than  in  the  latter.  Tct  I  would  not  attach  too  much 
importance  even  to  this  slight  admission,  for  it  has  been  forcibly  urged 
by  Mr.  Sterling,  in  the  essay  before  referred  to,  that  the  uncombined 
railway  navvy  knows  quite  as  well  when  his  services  are  required,  and 
how  to  suit  his  tone  to  his  circumstances,  as  the  leaders  of  any  trade 
union.  When  there  are  few  railways  in  construction,  the  navry  is 
willing  to  accept  low  wages,  and  goes  about  begging  for  employment ; 
but  when  a  contractor  has  many  contracts  in  hand,  the  navvy  changes 
his  tone  and  refuses  to  work  unless  he  obtains  the  high  wages  which  he 
demands.  Mr.  Brassey  mentions  that  in  1866  his  father's  employ^  had 
become  quite  unmanageable,  through  the  frequency  of  their  demands  for 
higher  wages,  but  that  immediately  after  the  failure  of  Overend,  Gnmey 
and  Co.,  they  agreed  to  accept  a  reduction  in  their  wages. 

It  is  gratifying  to  find  that  the  conclusion  thus  arrived  at,  differs  little, 
if  at  all,  from  the  position  maintained  by  the  late  Mr.  Dunning,  the  able 
writer  who  was  put  forward  by  the  trade  union  of  which  he  was  a 
member  (London  society  of  bookbinders)  to  defend  the  cause  of  unionism 
in  general.  I  must  endorse  Mill's  recommendation  of  his  pamphlet, 
^'Trades'  Unions  and  Strikes,  their  Philosophy  and  Intention,'' to  ail 
who  desire  to  know  the  opinions  and  feelings  of  the  working  clasfics 
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themselves  with  regard  to  this  important  subject,  and  to  hear  both  sides 
of  the  question  before  deciding  it.  The  amoont  of  information  which 
it  contains  is  considerable,  and  the  maimer  in  which  the  argument  is 
siAted  is  certainly  calculated  to  astonish  those  who  only  know  the  argu- 
ments of  the  unionists  at  second-hand.  Mr.  Dunning  contends  that  the 
object  of  trades'  unions  is  not  to  raise  wages  above  the  normal  rate, 
but  to  secure  to  each  of  their  members  the  normal  rate,  or,  as  he  calls  it, 
the  sapply-and-demand  price  for  his  labour ;  or,  in  other  words,  to  pro- 
tect individuals  against  being  unfairly  treated  in  a  bargain,  and  receiv- 
ing lower  wages  than  the  efficiency  of  their  labour  would  entitle  them  to. 
If,  in  any  case,  an  union  demands  a  rate  which  the  employers  cannot 
afford  to  pay  to  all  their  workmen,  the  employers,  he  says,  can  protect 
themselves  by  employing  only  the  more  skilful  ones  who  are  able  to  give 
a  M  equivalent  for  their  wages.  He  does,  indeed,  maintain  that  higher 
wages  are  paid  in  those  workshops  where  many  unionists  are  employed 
than  in  those  where  there  are  no  unionists ;  but  as  he  tells  us  that  most 
of  the  superior  workmen  belong  to  the  unions,  and  that  it  is  only  the 
inferior  ones  who  frequent  the  shops  where  lower  wages  are  paid,  the  supe- 
riority of  the  former  class  is  sufficient  to  account  for  their  receiving  higher 
wages  without  attributing  it  to  the  influence  of  the  unions.  But  it  may 
be  asked  how  it  is  that,  if  trades'  unions  have  no  power  to  raise  wages 
above  the  rate  at  which  the  exigencies  of  trade  would  compel  the  masters 
to  fix  them,  there  should  be  such  fierce  and  protracted  struggles  between 
the  two  classes  about  this  very  subject.  On  this  question  Mr.  Dunning's 
pamphlet  throws  a  somewhat  curious  light.  He  tells  us  that  some  of  the 
mo^  celebrated  strikes,  such  as  that  of  Preston,  in  1858,  and  that  of  the- 
London  builders  in  1859,  were  produced  not  so  much  by  a  dispute  about 
the  rate  of  wages,  or  the  hours  of  labour,  as  by  the  haughty  behaviour  of 
the  masters  when  the  demands  of  the  men  were  presented  to  them.  In 
the  latter  instance  the  occasion  of  the  strike  was  the  dismissal  of  the 
delegates  who  presented  a  petition  from  the  workmen  asking  for  a  reduc- 
tion of  the  hours  of  labour.  More  recently  the  strike  of  the  Newcastle 
engineers  in  1871  was  occasioned,  according  to  the  account  of  Mr. 
Bamett,  the  president  of  the  nine  hours  league,  by  the  angry  refusal  of 
the  masters  to  consider  the  demands  of  the  men,  and  would  have  been 
averted  if  they  had  consented  to  an  amicable  conference  on  the  subject. 
Probably  the  masters  would  have  much  to  say  on  their  side  which  would 
tend  to  throw  the  responsibility  of  the  rupture  on  the  shoulders  of  the 
men,  but  if  this  be  so  it  only  strengthens  the  case  by  showing  that  these 
disputes  arise  not  from  any  economic  necessity,  but  from  loss  of  temper 
on  one  side  or  the  other.  It  does  not  follow  that  because  there  is  a 
certain  rate  of  wages  to  which  both  parties  must  agree,  it  is,  therefore, 
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at  once  obvionB  to  both  parties ;  and  as  long  as  the  two  classes  are  so 
entirely  distinct  as  they  are  in  a  large  manofactoring  city,  there  most 
always  be  a  risk  of  differences  of  opinion  on  these  matters  leading  to  a 
serious  quarrel. 

It  may  be  thought  that  if  trades'  unions  have  no  power  to  raise 
wages  they  are  therefore  useless,  but  this  would  be  a  very  illogical  in- 
ference. Because  they  cannot  perform  what  some  of  their  admirers 
have  supposed  them  capable  of  doing,  it  does  not  follow  that  they  can 
do  nothing.  It  has  been  admitted  that  they  may  sometimes  obtain  a 
rise  somewhat  earlier  than  it  would  otherwise  take  place,  and  this  is  au 
advantage  to  the  individuals  conoemed.  They  may  enable  individuals 
to  obtain  the  current  rate  of  w^es  who  would  othenvise  be  compelled 
to  accept  less,  and  this,  again,  is  a  great  advantage  to  the  persons  con- 
cerned. But  of  far  greater  importance  than  either  of  these  is  the 
power  which  they  possess  to  regulate  the  hours  of  labour,  and  the  mode 
in  which  the  work  shaU  be  carried  on.  A  great  part  of  the  snooees 
which  Mr.  Thornton  claims  for  the  unions  consists  in  the  general  re- 
duction of  the  hours  of  labour,  and  in  the  adoption  of  working  roles  in 
accordance  with  the  wishes  of  the  men.  I  have  found  it  necessaiy  to 
combat  his  views  respecting  the  cause  of  the  rise  of  wages  which  has 
recently  taken  place,  but  I  see  no  reason  for  refusing  to  the  unions  the 
credit  of  having  effected  these  other  improvements  in  the  condition  of 
the  working  classes.  Oombinatiou  is  necessary  to  effect  a  general 
change  in  the  customs  of  a  trade,  and  it  depends  upon  the  choice  of  the 
men  themselves  to  determine  how  long  and  in  what  manner  they  will 
labour,  though  it  does  not  depend  on  them  whether  the  reward  of  their 
labour  shall  or  shall  not  be  proportioned  to  its  efficiency.  As  long  as 
masters  are  in  the  habit  of  regarding  every  request  from  their  workmen 
as  "  dictation,"  and  are  disposed  to  persecute  those  individuals  who  are 
put  forward  as  the  delegates  of  the  men,  it  will  be  most  desirable  that 
there  should  be  some  organisation  among  the  latter  sufficiently  powerful 
to  command  the  respect  of  the  employers,  and  to  mitigate,  if  not  to 
avert,  the  persecution  to  which  the  delegates  are  too  often  exposed. 
The  gradual  amalgamation  of  smaller  into  larger  unions  which  is  now 
going  on,  and  is  likely  to  continue,  produces  a  beneficial  effect  by 
preventing  many  ill-advised  strikes.  The  central  executive  of  a  national 
union  receives  information  from  all  its  branches  respecting  the  state  of 
trade  in  their  respective  towns,  and  though  this  information  is  not  so 
complete  as  pould  be  desired,  it  has  proved  sufficient  to  induce  the 
executive  to  place  its  veto  on  many  strikes  which  branch  committees  have 
wished  to  commence  under  circumstances  where  the  state  of  trade  would 
not  have  justified  them.    But  even  if  there  were  no  disputes  for  the 
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JBuxm  to  conduct  or  to  opacify,  there  would  still  be  work  enough  for 
tiiem  to  perform  in  the  discharge  of  their  charitable  functions.  There 
cannot  be  a  more  healthy  sign  of  the  progress  of  the  English  people  than 
the  detennination  which  is  now  shown  by  th^  poorest  class  of  all,  the 
ftgricaltnral  labourers,  to  relieve  one  another's  misfortunes  by  their  own 
rabficriptions,  without  resorting  to  the  voluntary,  and  much  less  to  the 
forced  contributions  of  other  classes. 

YarioQs  schemes  have  been  put  forward  at  various  times  for  arranging 
di^Hites  between  employers  and  employed,  but  none  of  them  have 
acbieFed  as  much  success  as  the  zeal  of  their  promoters  has  deserved. 
Arbitration  has  been  firequently  proposed  and  tried,  but  it  has  been 
difficolt  to  find  an  arbitrator  at  once  impartial  and  capable ;  and  when 
an  award  has  been  made,  it  has  not  been  easy  to  induce  all  the  parties 
concerned  to  concur  in  it.  The  "Conseils  des  Prudhommes,"  in  Prance, 
give  great  satisfaction,  because  they  are  law  courts  composed  of  an  equal 
munber  of  employers  and  workmen  elected  by  their  respective  classes  ; 
bat  when  arbitration  is  resorted  to  as  an  occasional  expedient,  the  diffi« 
eolty  of  finding  a  competent  arbitrator  is  not  easily  surmounted.  So  in 
intemational  disputes  it  might  be  possible  to  induce  nations  to  submit 
to  the  decisions  of  a  permanent  and  well-organised  tribunal ;  but  when 
ttrbitaition  is  tried  as  an  exceptional  measure,  the  arbitrators  may  prove 
to  be  as  ignorant  and  incompetent  as  those  who  decided  the  Alabama 
oontroversj,  and  the  award  of  such  a  tribunal  is  rather  calculated  to 
deter  nations  from  resorting  to  this  method  of  arranging  their  differences. 
The  board  of  conciliation  which  settles  disputes  in  the  hosiery  and  glove 
trade  of  Nottingham  has  been  in  operation  for  many  years  with  great 
BQooesB,  for  it  is  a  permanent  institution  to  which  large  numbers  have 
agreed  to  refer  their  grievances.  But  where  there  is  no  such  recognised 
body,  it  is  always  difiicult  even  to  induce  both  parties  to  refer  the  dis- 
pQte  to  the  decision  of  an  outsider,  to  say  nothing  of  abiding  by  the 
decision  when  made.  Another  scheme  has  been  proposed  with  a  view 
of  preventing  disputes  by  teaching  both  parties  that  their  interests  are  in 
&ct  harmonious,  and  under  the  name  of  ^'co-operation ''  has  attracted  so 
nuich  attention  that  it  deserves  to  be  examined  in  this  place.  There 
are  twp  kinds  of  co-operative  stores,  both  of  which  are  designed  to  pro- 
tect CQstomers  against  adulteration,  or  other  kinds  of  imposition  which 
inay  be  practiced  by  private  tradesmen,  but  which  employ  different  means 
to  obtain  their  end.  Those  of  one  class,  which  are  most  patronised  by 
the  upper  classes,  are  provided  with  the  necessary  funds  for  carrying  on 
their  business  by  small  subscriptions  from  those  who  are  interested  in  the 
ooooeni;  and  the  subscribers  are  then  allowed  to  purchase  for  ready 
^Dooey  such  articles  as  the  store  contains,  sometimes  at  the  same  price, 
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and  sometimes  at  a  lower  price  than  is  charged  by  private  tradesmen. 
An  arrangement  is  made  with  certain  tradesmen  who,  on  receiving  a 
small  annual  payment,  c^ree  to  supply  the  subscribers  ^vith  those 
articles  which  it  is  not  thought  convenient  to  keep  at  the  store,  at  a 
lower  price  than  is  charged  to  other  customers,  payment  being  required 
as  before  in  ready  money.  As  far  as  regards  the  articles  supplied  at  the 
store,  of  which  grocery  forms  the  largest  part,  this  arrangement  does  in 
part  protect  the  customers  from  adulteration.  As  the  capitalists  who  sell, 
are  the  same  persons  as  the  customers  who  buy  the  goods,  no  one  has  any 
motive  to  adulterate  any  article  after  it  has  been  purchased  for  the  store, 
since  no  one  can  gain  anything  by  it.  It  cannot,  however,  protect 
customers  from  any  adulteration  which  may  be  practiced  by  the  whole- 
sale merchant  from  whom  the  goods  may  be  purchased  by  the  i^ent  of 
the  store,  who,  of  course,  is  as  liable  to  be  imposed  upon  as  any  retail 
dealer.  As  regards  the  articles  supplied  by  the  tradesmen  who 
consent  to  act  as  agents  for  the  store,  there  is  no  protection  to  the 
customers  against  any  of  the  tricks  of  trade,  and  if  they  are  really 
cheaper  it  is  only  because  they  are  sold  for  ready  money.  The  promoters 
of  these  stores  have  a  vague  idea  of  doing  away  with  the  capitalist's 
profit,  but  as  the  subscribers  themselves  provide  the  capital,  they  have  to 
submit  to  the  same  sacrifice  as  an  ordinary  tradesman,  and  obtain  their 
profit  in  the  shape  of  cheaper  goods,  and.  if  they  gain  anything  it  is 
because,  by  requiring  ready  money  payments,  they  avoid  the  loss  conse- 
quent on  bad  debts.  Go-operative  stores  of  this  class  have  obviously  no 
bearing  on  the  relations  between  employers  and  employed,  since  the 
shopmen  and  others  who  are  employed  are  paid  in  the  same  way  as  those 
in  private  shops.  But  there  is  another  kind  of  co-operative  store  which 
is  more  popular  among  the  working  classes,  and  which  makes  some  pre- 
tension to  afibrd  a  solution  of  the  social  difficulty  of  the  present  age ;  the 
reconciliation  of  the  interests  of  capital  and  labour.  In  stores  of  this 
class  the  necessary  funds  are  provided  by  the  customers  or  others,  each  of 
whom  is  able  to  take  as  few  or  as  many  shares  as  he  pleases,  the  amonnt 
of  each  share  being  fixed  at  so  low  a  point  as  to  bring  it  within  the  reach 
of  every  thrifty  workman.  At  stated  intervals  the  accounts  are  made  up, 
and,  if  they  show  a  profit,  a  dividend  is  declared  on  the  shares,  and  if 
there  is  more  than  sufficient  to  pay  a  dividend  of  5  per  cent.,  the  balance, 
or  part  of  the  balance,  is  returned  to  the  customers  in  proportion  to  the 
amount  of  their  purchases  at  the  store,  as  evinced  by  tickets  furnished 
them  for  the  purpose.  This  latter  provision  is,  of  course,  a  most  effectnal 
protection  against  any  adulteration  or  similar  mal-practice  on  the  part 
of  those  employed  in  the  store,  since  any  profit  made  by  such  means 
would  infallibly  revert   to  the  costomers  from  whom  it  had  been 
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extorted    But  these  sioresy  though  they  have  done  much  to  protect  the 
workmg  classes  against  imposition,  and  toenconrage  thrift  by  compelling 
them,  as  it  were,  to  save  money  in  the  yery  act  of  spending  it,  effect 
nothing  towards  uniting  capitalists  and  labourers  so  long  as  the  shopmen 
and  others  employed  in  the  store  have  no  interest  in  the  success  of  the 
ooQoem,  but  are  engaged,  paid,  and  dismissed  in  the  same  way  as  persons 
of  the  same  class  in  private  establishments.    They  are  nothing  more 
than  joint-stock  companies,  with  rules  more  favourable  to  their  cus- 
tomen  than  those  of  companies  in  general,  but  so  long  as  the  capitalists 
and  the  labourers  are  distinct,  there  is  quite  as  much  likelihood  of  a 
dispute  leading  to  a  strike  or  a  lock-out  in  a  co-operative  store  as  in  any 
other  shop.    It  is  true  that  the  employes  of  a  store  may,  if  they  choose, 
bay  shares  in  it,  and  it  is  also  true  that  the  manager  may  prefer  to 
employ  shareholders  if  he  can  obtain  them ;  and  in  either  of  these  cases 
the  employes  must  feel  an  interest  in  the  success  of  the  concern,  and 
vili  be  likely  to  avoid  carrying  any  dispute  so  far  as  to  inflict  so  great  a 
loss  on  the  company  aa  would  be  occasioned  by  a  strike.    But  unless 
none  but  shareholders  are  employed,  there  is  the  same  antagonism  of 
interests  as  in  other  establishments ;  and  Mr.  Harrison  goes  so  &r  as  to 
maintain*  that  the  workmen  employed  in  a  co-operative  store  are  not 
merely  treated  no  better,  but  are  actually  treated  worse,  than  those  em- 
ployed by  private  capitalists.    If  the  workmen  are  admitted  to  a  share 
in  the  profits,  they  will  take  as  much  interest  in  the  success  of  the  con- 
oem  as  the  shareholders  themselves,  and  will,  doubtless,  work  more 
diligently  and  faithfuUy ;  but  this  plan  is  very  seldom  adopted.    Even 
if  it  were  more  generally  followed,  it  would  still  be  necessary  to  come  to 
some  agreement  as  to  the  rate  of  wages,  and  the  proportion  of  the  earn- 
ings which  should  be  set  aside  for  the  shareholders'  profit.    There 
might  still  be  disputes  on  this  subject,  but  such  an  arrangement  would 
probably  impress  on  both  parties  the  conviction  that  their  interests  were 
harmonious  and  not  opposed,  and  would  restrain  them  from  resorting  to 
extreme  measures. 

As  long  as  co-operation  is  confined  to  the  business  of  distribution,  it 
can  only  afford  a  partial  guarantee  against  adulteration,  &c.',  which  may 
be  practised  by  those  who  supply  articles  to  the  stores,  and  it  has, 
therefore,  been  determined  to  extend  the  system  to  the  business  of 
production.  Several  cotton  mills,  as  well  aa  other  manufactories,  have 
been  established  on  principles  similar  to  those  adopted  by  the  co-operative 
stores  of  the  second  class  just  described  ;  and  these  flimish  cloth  and 
other  products  to  the  stores  and.  other  customers.    In  these  cases,  as  in 

*  Article  on  Indodtrial  Oo-operation.    "  Fortnightly  Beview/*  Jan.  1, 1866. 
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the  Btoregy  ready-money  payments  are,  as  far  as  possible,  enforced  ;  and 
in  these,  too,  the  oo-operation  very  seldom  extends  to  the  workmen 
employed,  who  have  no  interest  in  the  snocess  of  the  concern  unless  they 
happen  to  be  shareholders.  Some  of  these  societies  have  been  very 
snocessful,  and  their  success  has  encouraged  imitation  in  other  branches 
of  indostry,  in  which  even  agriculture  is  now  included.  But  there  haye, 
of  course,  been  many  failures,  and  they  have  generally  been  leas 
successfdl  in  the  south  than  in  the  north  of  England,  and  less  suooessfiil 
on  the  Continent  than  in  England.  Two  attempts  have  been  made  in 
London  to  carry  on  the  business  of  a  tailor  on  these  principles,  but  both 
have  &iled  ;  and  in  one  case  (perhaps  in  both)  the  reason  of  the  failure 
was  the  incompetence  of  the  manager,  who  was  unable  to  supply  the 
wants  of  the  customers  in  as  satisfactory  a  manner  as  they  were 
accustomed  to  in  other  shops.  It  is,  indeed,  generally  found  that 
co-operative  stores  are  not  so  successful  in  selling  articles  of  dress  as  in 
Belling  grocery  and  other  things,  and  this  seems  to  indicate  that  the 
managers  of  Uiese  establishments  do  not  pay  so  much  attention  to  the 
wishes  of  their  customers  as  to  satisfy  them  in  a  matter  in  which  their 
tastes,  as  well  as  their  comfort,  are  concerned.  Even  where  the 
manager's  salary  is  made  partly  dependant  on  the  profits  of  the  business, 
he  has  not  the  same  interest  in  its  success  as  a  capitalist  whose  whole 
fortune  is  embarked  in  it ;  and  though  he  will  try  to  secm*e  a  profit^  he 
will  be  likely  to  be  less  careful  about  petty  savings  and  other  matters  of 
detail,  which  are,  however,  of  great  importance  where  there  is  a  keen 
competition  from  outside  to  contend  against.  It  is  sometimes  urged 
that,  if  the  government  of  a  co-operative  society  is  in  the  hands  of  a 
number  of  working  men,  they  will  be  unwilling  to  pay  a  high  salary  to 
the  manager,  because  this  would  conflict  with  their  notions  of  equality ; 
and  if  this  were  so,  it  would,  of  course,  be  a  fatal  obstacle  to  any 
considerable  success  in  the  co-operative  movement.  But  if  any  sach 
feeling  really  exists  among  the  working  classes  such  as  the  objection 
implies,  it  is  pretty  sure  to  disappear  before  the  teaching  of  experience, 
which  will  soon  convince  them  that  the  services  of  an  efficient  manager 
are  indispensable,  and  cannot  be  obtained  unless  they  are  highly 
remunerated. 

When  De  Tocgueville  enumerated  all  the  causes  which  were  tending 
to  produce  equality  among  all  classes  in  America  and  elsewhere,  he  was 
reluctantly  forced  to  confess  that  there  was  one  cause  which  tended  in 
the  opposite  direction,  viz. :  the  growth  of  manufacturing  industry  on  a 
large  scale.  Large  factories  are  requisite  for  the  successful  adoption  of 
mechanical  improvements,  and  the  necessity  of  entrusting  the 
management  to  a  single  mind  tended,  in  De  Tocqueville's  opinion,  to 
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estabMi  and  perpetuate  that  subordination  of  4he|  many  _.  _ 
which,  in  all  other  circumstanceB,  is  giving  ^ifif^hmm^^9  9A\wioi'ift 
knowledge  and  of  civilization.  (>)-operation  affords  a"m«aiis  of  (ofc^nqpmg  ^^/. 
indugtrial  progress  \nth  liberty  and  equality.  The  direction  of  a  fewtgiy  i 
may  still  be  confided  to  a  single  manager,  but  he  may  be  elected  jand*  • 
removable  by  the  workmen  whom  he  directs,  or  by  a  committee  elected*" 
by  them.  If  they  are  wise  enough  to  abstain  from  unnecessary 
interference,  the  manager  may  have  quite  sufficient  power  to  carry  on 
the  business  properly,  while  the  knowledge  that  he  is  responsible  will 
prevent  him  from  adopting  that  haughty  tone  which  masters  too  often 
adopt  towards  those  whom  they  employ.  At  present,  however,  there 
seems  to  be  no  chance  that  co-operation  will  ever  become  the  rule  in 
manufigujturing  or  other  industry  ;  and  the  unwillingness  to  give  credit 
shows  that  the  promoters  of  these  societies  do  not  think  themselves 
equal  to  a  fair  contest  with  private  enterprise.  Mr.  Harrison  considers 
it  an  objection  to  co-operation  that  there  is  no  means  of  deciding  what 
is  the  right  proportion  in  which  the  earnings  should  be  divided  between 
the  shareholders  and  the  workmen ;  but  this  is  a  merely  theoretic 
objection,  and  can  be  easily  got  over  in  practice.  If  the  workmen 
receive  the  same  rate  of  wages  as  in  private  establishments,  it  matters 
little  whether  five,  ten,  or  any  other  number,' per  cent,  be  reserved  to  the 
shareholders,  or  how  the  surplus  then  remaining  is  divided  between  the 
Bhareholders  and  the  workmen.  Provided  that  both  classes  are  benefitted 
by  the  success  of  the  concern,  the  arrangements  which  may  be  made  for 
this  object  are  only  matters  of  detail ;  and  the  right  course  to  pursue  is 
that  which  proves  successfdl.  Many  strikes  in  various  trades  in 
England,  France,  and  Germany,  have  been  followed  by  the  establishment 
of  co-operative  societies,  by  means  of  which  the  workmen  hope  to  free 
themselves  from  the  tyranny  to  which  they  consider  that  they  have  been 
exposed.  It  is  well  that  such  attempts  should  be  made,  but  unless  great 
care  is  taken  in  framing  the  rules  of  the  society,  the  same  antagonism  of 
interest  win  re-appear,  and  will  lead  to  a  conflict  between  the 
shareholders  and  the  workmen. 

Another  system  has  now  been  introduced  which  combines  in  an  admira- 
ble manner  the  advantages  of  co-operation  and  of  individual  enterprise, 
to  which  the  name  of  industrial  partnership  has  been  given.  Under  this 
BjBtem  one  or  two  persons  provide  the  greater  part  of  the  capital,  and 
have  the  entire  management  of  the  business ;  but  the  workmen  are 
allowed  to  take  shares  in  the  concern,  and  receive  a  share  in  the  profits 
even  when  they  do  not  choose  to  become  shareholders.  This  system  has 
been  inangnrated  by  Messrs.  Briggs,  the  owners  of  the  Whitwood  col- 
liery, near  Normanton,  in  Yorkshire ;  and  if  their  success  may  be  taken 
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as  an  earnest  of  what  it  is  likely  to  produce,  its  general  extension  will 
proTe  an  inestimable  benefit  to  all  classes,  both  of  producers  and  of 
consumers.  Previously  to  1865,  Messrs.  Briggs  had  carried  on  their 
business  on  the  same  principles  as  are  generally  adopted  by  private  firms, 
and  they  had  been  subjected  to  considerable  loss  and  annoyance  by 
frequent  disputes  with  their  workmen;  but  in  that  year  they  deter- 
mined to  see  whether  this  state  of  things  could  not  be  put  an  end  to 
by  taking  their  workmen  into  partnership.  They  accordingly  trans- 
formed their  business  into  a  limited  liability  company,  themselvefl 
taking  two-thirds  of  the  shares,  and  offered  the  remaining  third  to  their 
employes,  and  to  the  general  public.  Only  a  small  proportion  of  the 
shares  so  offered  have  been  taken  by  their  employes,  but  Messrs.  Briggs 
inserted  a  provisoi  that  whenever  the  profits  in  any  one  year  should 
exceed  ten  per  cent.,  the  surplus  should  be  divided  between  the  share- 
holders and  their  employes,  the  former,  of  course,  receiving  in  proportion 
to  their  shares ;  and  the  latter,  in  proportion  to  the  wages  which  they 
may  have  earned  during  the  year.  The  efTect  of  this  change  in  their 
arrangements  has  been  almost  magical,  for  it  has  not  only  put  an  end  to 
strikes  among  the  workmen,  but  has  induced  them  to  become  as  carefol 
as  they  had  formerly  been  negUgent  in  performing  their  work ;  has  pro- 
duced a  marked  improvement  in  the  material  and  moral  condition  of 
themselves  and  their  families,  and  has  yielded  a  profit  three  or  four  times 
as  high  as  that  which  Messrs.  Briggs  had  obtained  for  some  years  previ- 
ously to  1865.  It  deserves  to  be  mentioned  that  the  scheme  was  sug- 
gested to  Messrs.  Briggs  by  Mr.  Fawcett's  article  on  '^  Strikes,  their 
Tendencies  and  Remedy,"  in  the  "Westminster  Review,"  for  July,  1860. 
Another  firm,  Messrs.  W.  H.  Smith,  and  Son,  the  well-known  news- 
agents, have  applied  the  same  principle  to  that  portion  of  their  business 
which  consists  in  supplying  newspapers  at  railway  stations.  Each  clerk 
receives  a  regular  salary,  and,  in  addition,  a  per  centage  on  the  profits  of 
the  particular  stall  of  which  he  has  the  management ;  and  this  arrange- 
ment is  found  to  work  extremely  well,  as  it  stimulates  the  clerks  to  an 
activity  which  is  equally  beneficial  to  themselves,  their  employers,  and 
the  public.  These  two  firms  are,  however,  the  only  ones  which  Mr. 
Thornton,  (from  whose  work  "  On  Labour,"  much  of  the  information 
made  use  of  in  the  present  chapter  is  derived),  can  point  to  as  practising 
a  genuine  co-operation  with  the  labourers  in  thei^  employ,  since  they 
alone  allow  them  to  share  in  the  profits  without  providing  part  of  the 
capital.  There  are  many  instances  in  which  the  business  of  a  private 
firm  has  been  converted  into  a  joint-stock  company,  and  in  some  of 
these,  as  in  that  of  Messrs.  Crossley,  carpet  manufacturers,  of  Hah&x, 
the  employ^  have  been  expressly  invited  to  take  shares ;  but  in  these 
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\  they  only  obtain  profit  as  shareholders,  and  not  as  labourers.  There 
are,  howerer,  some  oocnpationsy  both  in  this  and  in  other  countries,  in 
wMch  it  is  the  rule,  and  not  the  exception,  that  the  capitalists  and  the 
workmen  should  divide  the  proceeds  among  them  according  to  certain 
fixed  rules;  and  in  these  cases  the  wages  of  the  latter  are  made  to 
depend  wholly  on  results.  Marine  fishery  is  one  of  these  occupations, 
the  role  on  some  parts  of  our  coast  being  that  the  owner  of  the  net 
fihoold  receive  four  shares  of  the  fish  caught,  the  owner  of  the  boat 
one  diai^  and  each  fisherman  one  also.  In  other  parts  of  the  coast 
the  rales  of  division  are  different,  but  the  same  principle  prevails, 
as  it  does  in  the  whale  fisheries  of  the  Arctic  Seas.  In  the  tin  mines  of 
CtonwaU,  a  system  is  in  operation  by  which  the  miners  form  themselves 
into  an  association,  and  contract  with  the  owner  of  the  mine  to  work  a 
portion  of  it  in  consideration  of  receiving  a  certain  share  of  the  proceeds. 
This  system  is  found  to  work  very  well,  and  completely  obviates  the 
fltankes  which  are  so  common  in  the  coal  and  iron  districts.  Wherever 
indofitrial  partnership  has  been  tried  it  has  generally  proved  successful; 
hit  it  is  feared  by  some  that  its  ^neral  extension  may  be  found  to  be  a 
matter  of  dif&cdty.  It  frequently  happens  that  a  capitalist  carries  on 
hifl  bosiuess  for  a  whole  year  at  a  loss,  and  in  such  a  case,  as  there 
would  be  no  profit  to  divide  amongst  the  workmen,  they  might  begin  to 
doubt  whether  their  increased  industry  had  produced  any  result ;  and  if 
(Ml  this  account  they  were  to  relax  their  efforts  during  the  next  year,  this 
would  probably  end  as  the  former  one  had  done,  without  yielding  any  sur- 
plos  to  be  divided  amongst  them.  This  objection,  however,  is  not  a  very 
f<xinidable  one,  since  the  majority  of  enterprises  must  yield  the  average 
nte  of  profit,  and  the  hope  of  sharing  in  the  surplus  will  stimulate  the 
workmen  to  that  increased  industry  which,  in  the  majority  of  instances, 
will  produce  its  own  reward. 

The  three  systems  which  have  been  described  in  this  chapter, 
imiomsm,  co-operation,  and  industrial  partnership,  are  all  calculated  to 
ifliprove  the  condition  of  the  working  classes ;  the  first  affording  them 
idief  in  times  of  distress,  and  the  two  latter  affording  an  addition  to 
their  wages.  It  is  significant  that  the  development  of  all  three  has  been 
impeded  by  legal  obstacles,  both  in  this  country  and  on  the  Continent. 
Trades'  unions  were  altogether  prohibited  in  this  country  down  to  1826, 
as  they  still  are  in  Austria  and  other  countries.  After  their  existence 
bad  been  tolerated  in  England,  they  were,  and,  to  some  extent,  still  are, 
exposed  to  a  sort  of  outlawry,  by  the  refiisal  of  the  courts  of  law  to 
eofoiroe  the  claims  of  a  trades'  union  against  any  of  its  members  who 
nuky  have  embezzled  a  portion  of  its  funds.  The  original  ground  of  this 
i^^iosal  was  the  monstrous  principle  that  a  man  cannot  steal  the  property 
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of  any  society  of  which  he  is  a  member,  since  he  is  part-owner  of  the 
property,  and  cannot  steal  what  is  his  own.    When  the  injustice  of  the 
principle  became  apparent,  parliament,  instead  of  sweeping  it  away, 
merely  ordained  that  benefit  societies,  if  registered  as  such,  and  if  there 
was  nothing  in  their  roles  tending  to  ^^  restraint  of  trade,"  should  be 
exempted  from  its  operation.    It  was  then  decided  that  support  given  to 
a  strike  was  in  restraint  of  trade,  and  that  trades'  unions  were  entitled 
to  no  protection.    Then  the  law  was  again  tinkered,  and  they  were 
promised  protection  if  they  would  register  themselves  in  a  certain  way, 
as  if  they  were  to  regard  it  as  a  favour  that  they  should  receive  the 
same  protection  as  all  other  citizens  in  the  use  of  their  property.     Even 
now  the  Amalgamated  Society  of  Engineers  is  not  registered,  and  is  not 
entitled  to  legal  protection.    The  establishment  of  co-operative  societies 
in  this  country  was  long  impeded  by  the  law,  which  prevented  them 
from  purchasing  as  much  land  as  was  necessaiy  for  the  buildings  in 
which  their  business  could  be  carried  on.  When  M.  Leclaire,  the  house- 
painter,  of  Paris,  proposed  to  give  some  of  his  workmen  a  share  in  the 
profits  of  his  business,  he  desired  to  assemble  them  together  in  order  to 
explain  his  scheme  to  them,  but  the  laws  of  France  did  hot  allow  him  to 
do  this  without  obtaining  leave  from  the  Government,  and  his  application 
for  an  official  authorisation  was  refused.    In  England,  the  introduction 
of  such  a  system  of  industrial  partnership  as  that  pursued  by  Messrs. 
Briggs,  was  long  impeded  by  the  law  which  prevented  anyone  from 
sharing  in  the  profits  of  a  business  without  becoming  responsible  for  its 
losses,  whereby  the  workmen  were  exposed  to  a  risk  which  it  might  have 
been  dangerous  for  them  to  run.    The  law  has  now  been  altered,  and 
the  ground  has  now  been  cleared  for  all  those  who  desire  to  try  the 
system.    Whatever  may  be  the  destiny  which  is  in  store  for  these  three 
systems,  their  success  or  failure  will  in  no  way  affect  the  correctness  of 
the  principles  which  have  been  laid  down  as  regulating  wages  and  profit. 
Unionism,  whatever  may  be  its  future  development,  can  never  lowef 
profit  or  raise  wages.    Go-operation  and  industrial  partnership  tend  to 
raise  wages,  but  only  by  stimulating  the  industry  of  the  workmen,  whose 
wages  rise  because  Uieir  labour  is  more  efficient. 
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CHAPTER  I.— MONEY.. 

TEB  UBE  OF  EXCHANGE — ^MEDHTU  OF  EXCHANGE— -STANDABD  OF  VALUB^ 
COIN — STATE  COINAGE— THE  BBITISH  MINT. 

Pbodtjction  can  hardly  be  carried  on  with  mncfa  profit  to  the  members 
of  a  aodety  unless  they  exchange  their  products  with  one  another.  The 
habit  of  exchanging  is  one  of  those  which  distingnish  man  from  the 
ioferior  animals.  There  are  some  kinds  of  animals,  such  as  the  ants  and 
the  beeSy  which  live  in  common,  and  in  which  different  functions  are 
performed  by  different  members  of  a  group,  but  man  alone  exhibits  an 
organisation  in  which  different  individuals  devote  their  labour  to  the  task 
of  supplying  the  wants  of  others,  in  the  ftill  reliance  that  their  own  wants 
wiU  be  snpplied  by  the  labour  of  others.  There  are  many  small  societies, 
such  as  monasteries  and  communistic  establishments,  the  members  of 
vhich  strive  to  dispense  with  exchange,  and  to  apply  the  labour  of  all  to 
producing  a  common  stock  out  of  which  the  wants  of  all  may  be  relieved. 
Bat  these  societies  have  seldom,  if  ever,  been  able  entirely  to  dispense 
with  the  assistance  of  other  persons  not  belonging  to  their  bodies,  and 
in  order  to  obtain  this  assistance,  they  have  been  obliged  to  give 
something  in  exchange  for  it.  If  every  person  were  to  attempt  to  supply 
his  own  wants  they  would  not  be  so  well  supplied  as  if  each  had  a 
business  of  his  own  and  devoted  his  whole  energies  to  learning  that 
business  thoroughly.  ^'  Jack  of  all  trades,  and  master  of  none  *'  is  a 
proverb  which  expresses  one  of  the  disadvantages  to  which  a  society  is 
exposed  where  such  a  system  is  carried  on,  since  if  every  man  is  his 
own  former,  his  own  baker,  his  own  tailor,  &c.,  it  is  impossible  that  he 
should  acquire  a  thorough  mastery  of  any  one  trade,  and  all  the 
advantages  of  the  division  of  labour  would  be  lost.  As  regards 
agriculture,  a  still  more  serious  disadvantage  would  be  experienced,  for 
if  each  district  were  entirely  dependent  on  its  own  produce  for  food,  a 
bad  harvest  in  any  one  district  would  be  inevitably  followed  by  a  famine 
which  it  would  be  impossible  to  relieve  from  the  plenty  of  other  districts. 
Such  is  the  melancholy  condition  of  the  greater  part  of  India  where 
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the  prodace  of  the  more  favoured  diBtricts  cannot  be  brought  miio  those 
which  are  stricken  with  famine,  or,  at  least,  not  in  sufficient  quantities  to 
relieve  it,  because  the  country  is  not  provided  with  roads,  and  the  want 
of  roads  is  the  consequence  of  the  small  extent  of  internal  oommeroe. 
The  only  way  in  which  a  country  which  has  no  external  trade  can  eave 
itself  from  periodical  famines  is  the  accumulation  of  the  surplus  of  abun- 
dant years  in  large  granaries,  to  be  made  use  of  in  years  of  scarcity. 
This  course  is  said  to  have  been  adopted  by  the  Incas  of  Pern,  bnt  it 
would  seem  that  the  stocks  preserved  in  their  public  granaries  were  not 
very  abundant,  since  they  were  soon  exhausted  by  a  few  hundred  Spaniards, 
who,  however,  are  said  to  have  been  extremely  wasteftd.  As  the  Incus 
took  the  management  of  this  matter  into  their  own  hands,  taking  from  their 
subjects  whatever  was  in  excess  of  their  wants,  and  giving  to  them 
whatever  was  necessary  for  their  support,  there  was  no  system  of  free 
exchange,  but  the  people  of  one  district  were  sometimes  fed  with  the 
com  produced  by  those  of  another,  and  these  in  turn  were  often  clothed 
with  the  wool  produced  by  the  people  of  other  districts,  so  that  the; 
indirectly  exchange  their  products  with  one  another.  In  Africa,  at  tte 
present  day,  foreign  trade  is,  in  some  sort,  a  monopoly  of  the  Govern- 
ment. An  European  traveller  who  visits  Uganda  or  any  other  portion 
of  equatorial  Africa  receives,  on  arrival,  a  present  from  the  king,  and 
is  expected  to  give  another  present  in  return,  and  the  king  is  certain  to 
express  his  dissatis£Ekction  if  he  receives  what  he  considers  to  be  of  les 
value  than  what  he  has  given  to  the  traveller.  The  king  provides  all 
that  the  traveller  'requires  during  his  stay,  but  does  not  permit  him  to 
trade  with  the  people,  and  if  Europeans  desire  to  carry  on  oonmieroe 
with  these  regions,  they  must  do  so  by  exchanging  presents  with  the 
local  kings.  Sach  a  practice  as  this  may  have  been  the  origin  of 
exchange,  but  in  any  country  where  it  has  once  become  customaiy  it 
must  have  had  the  effect  of  restricting  different  individuals  to  different 
occupations,  for  people  must  soon  have  discovered  that  they  could  obtain 
more  comfort  by  devoting  their  whole  time  to  producing  those  artides 
which  they  were  best  able  to  make,  and  presenting  them  to  others,  who 
would  give  them  other  articles  of  which  they  were  in  need.  It  is  not 
necessary  for  an  exchange  to  be  profitable  that  one  of  the  parties  should 
excel  in  one  kind  of  industry,  and  the  other  in  some  other  kind,  bat  a 
man  who  excels  another  in  d:ill  in  both  branches  may  yet  find  it  to  his 
advantage  to  devote  himself  to  one  kind,  and  to  exchange  some  oi  his 
products  with  a  less  skilfol  labourer  who  devotes  himself  to  U&e  other 
business.  At  first  sight  this  sounds  paradoxical,  bnt  a  little  consideration 
will  show  that  it  is  quite  possible,  and  there  is  good  reason  to  bdieve 
that  such  a  state  of  things  is  actually  realised  in  practioe,  both  as  regards 
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difierent;  individnab  in  the  same  conntry  and  different  nations.  If  Jones 
can  make  in  three  days  a  coat  which  Brown  wonld  require  six  dajs  to 
make,  and  can  also  mi^e  in  two  days  a  hat  which  Brown  could  only 
produce  with  the  labour  of  two-days-and-a-half,  he  would  be  both  a 
better  tailor  and  a  better  battel*  than  Brown,  and  yet  it  would  be  advan* 
tageous  to  both  that  Jones  should  become  a  taOor,  and  Brown  become  a 
hatter,  and  that  they  should  mutually  supply  each  other's  wants.  By  the 
labour  of  three  days  Jones  could  produce  a  coat  which  he  could  give  to 
Brown  in  exchange  for  two  hats,  to  produce  which  for  himself  would 
require  the  labour  of  four  days,  and  would  thus  save  one  day's  labour. 
Brown  also  would  gain  by  the  transaction,  for  the  hats  which  he  pro- 
duced with  the  labour  of  live  days  would  enable  him  to  procure  a  coat 
which  he  could  not  have  produced  for  himself  in  less  than  six  days, 
and  he,  too,  would  spare  himself  the  labour  of  a  day.  The  exchange  is 
profitable  because  Jones,  though  he  has  an  absolute  superiority  in  both 
cases,  has  not  in  both  the  same  relative  superiority  over  Brown,  and  it 
is  better  for  him  to  devote  himself  to  that  occupation  in  which  his 
superiority  is  relatively  greatest.  As  a  tailor,  his  skill  has  been  supposed 
to  be  twice  as  great  as  that  of  Brown,  while,  as  a  hatter,  he  only  excels 
him  in  the  proportion  of  five  to  four;  but  if  Jones  were  twice  as  good  a 
hatter,  as  well  as  being  twice  as  good  a  tailor,  he  could  gain  nothing  by 
an*  exchange.  If  Brown  required  four  days  to  make  a  hat,  he  would  not 
give  more  than  a  hat  and  a  half  for  a  coat  which  he  might  mi^e  in  six 
days,  and  Jones,  by  agreeing  to  such  a  bargain,  would  obtain  by  the 
labour  of  three  days  nothing  more  than  the  hat  and  a  half,  which  he 
could  have  made  for  himself  in  the  same  time  if  ho  had  not  been  engaged 
in  making  a  coat  for  Brown.  It  is  quite  possible  that  the  intelligent 
artisans  of  the  towns  might,  if  they  devoted  themselves  to  agriculture, 
make  better  farmers  than  the  rural  labourers,  but  even  if  this  were  so,  the 
above  example  shows  that  it  may  still  be  better  for  them  to  devote  them- 
selves to  the  mechanical  arts,  in  which  they  have  an  unquestionable 
saperiority.  Ricardo  has  demonstrated  that  a  trade  between  two 
countries  might  be  profitable  under  such  circumstances ;  but  I  believe 
that  Caimes  has  been  the  first  to  point  out  an  instance  in  which  such  a 
trade  is  actually  carried  on,  viz.,  between  Europe  and  Australia. 
Anstralia,  as  he  tells  us,  imports,  or  used  to  import,  boots  and  shoes 
from  England,  butter  from  Ireland,  and  timber  from  the  north  of 
Enrope,  although  all  these  articles  could  be  produced  in  Australia  with 
less  labour  than  is  employed  in  producing  them  in  Europe,  to  say  nothing 
of  conveying  them  to  Australia.  The  extensive  pastures  of  Australia 
enable  leather  and  butter  to  be  produced  with  very  little  labour,  and  the 
dilBcnlty  of  making  boots  cannot  be  greater  than  in  England,  while  the 
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natural  forests  of  tho  country  afford  quite  as  great  &cilities  for  procur- 
ing timber  as  do  those  of  Sweden  or  Norway.  But,  although  Australia 
has  a  superiority  over  Europe  in  these  respects,  it  has  a  still  greater 
advantage  in  the  production  of  gold,  and  its  inhabitants  find  it  cheaper 
to  devote  most  of  their  energies  to  extracting  gold,  and  to  exchange  it 
for  the  articles  which  they  need,  and  which  can  be  produced  in  other 
countries  where  gold  can  hardly  be  found  at  all.  People  frequently 
speak  of  a  self-supporting  country  as  if  it  must  be  in  a  peculiarly  happy 
condition,  but  it  is  pretty  certain  that  such  a  country  is  really  wasting 
its  energies  in  producing  articles  which  it  might  import  from  abroad 
with  greater  advantage  to  itself;  for  even  if  it  were  so  favourably  cir- 
cumstanced as  to  be  better  fitted  than  any  other  part  of  the  world  for 
the  production  of  all  the  articles  which  its  inhabitants  required,  it  is 
scarcely  possible  that  it  should  possess  the  same  relative  superioriiy  to 
every  other  country  in  every  branch  of  industry.  England  now  imports 
millions  of  eggs  fi*om  France,  bat  this  does  not  prove  that  the  French 
can  produce  eggs  with  less  labour  than  the  English ;  for  it  may  be  more 
convenient  for  the  English  to  devote  themselves  to  raising  coal  and  iron 
from  their  mines,  and,  with  the  aid  of  these  minerals,  to  manu^ture  cloth 
and  other  articles  to  be  exported  to  France.  The  system  of  exchange 
enables  food  to  be  brought  to  the  mining  districts  in  sufficient  quantities 
to  maintain  a  large  population  who  are  engaged  in  mining  and  in  mann- 
ftotures,  and  thus  secures  not  only  to  England,  but  to  the  whole  worid 
the  advantages  of  the  abundant  supply  of  cheap  fuel  which  the  districis 
possess.  Exchange  in  its  simplest  form  is  known  by  the  name  of 
barter,  and  consists  of  the  direct  exchange  between  two  individuals  of 
the  articles  which  each  possesses,  and  the  other  requires.  On  the  west 
coast  of  Africa  trade  is  still  carried  on  in  this  manner;  the  European 
trader  who  desires  to  obtain  palm-oil,  or  any  other  commodity,  being 
obliged  to  provide  himself  with  beads,  or  cloth,  or  some  other  article 
which  the  natives  with  whom  he  deals  require  for  their  own  use.  Where 
trade  is  carried  on  in  this  way  it  is  obvious  that  commodities  will  in  the 
long  run  be  exchanged  for  one  another  in  proportion/  to  the  labour 
expended  in  producing  them,  since  no  one  will  give  an  article  which  has 
cost  him  six  days'  labour  in  exchange  for  another  which  he  could  make 
in  five  days,  which  would  be  equivalent  to  performing  a  day's  labour 
without  an  object,  and  it  is  unnecessary  to  repeat  here  what  has  been  said 
in  treatii^  of  the  subject  of  value,  to  explain  which  a  system  of  exchange 
was  assumed  to  exist. 

When  a  system  of  barter  has  been  long  in  vogue,  and  people  have 
become  accustomed  to  rely  on  the  labour  of  others  for  tiie  satisfiiction 
of  their  own  wants,  everybody  finds  it  convenient  to  keep  by  him  a 
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stock  of  6omc  aitide  ^vhich  is  in  general  request ;  so  thai;  whenever  he 
requires  anything  for  himself  he  may  always  have  something  to  give  in 
exchange  for  it.  In  those  parts  of  Africa  which  wore  visited  by  Captain 
S^e,  doth  is  a  commodity  which  answers  to  this  description,  and  that 
traveller  was  obUged  to  take  with  him  as  many  bales  of  cloth  as  he 
thought  would  suffice  to  provide  f»r  all  his  wants  during  his  journey. 
His  stocky  howeyer,  ran  out  before  his  journey's  end,  and  he  found  it 
necessary  to  send  to  Zanzibar  for  a  fresh  supply ;  and  throughout  his 
jonmey  he  had  to  employ  a  large  number  of  porters  to  carry  the  bales 
from  place  to  place.  The  frequent  desertions  of  his  porters,  and  the 
difficulty  of  replacing  those  who  ran  away,  constituted  the  chief 
annoyance  and  trouble  to  which  he  was  exposed.  Had  he  been  provided 
with  a  sufficient  stock  of  some  oonmiodity  which  was  as  much  in  request 
as  cloth,  and,  at  the  same  time,  much  less  bulky  and  heavy  in  proportion 
to  its  value,  he  might  have  been  able  to  undertake  his  journey  ^nth  a 
very  few  porters,  or  with  no  porters  at  all,  and  thus  to  accomplish  it 
with  much  less  trouble  and  expense.  In  the  Malay  Archipeh)^  Mr. 
Wallace  found  that  small  knives  were  convenient  articles  to  have  at  hand 
whenever  he  required  to  buy  fish  or  other  food  for  his  dinner  ;  and  in 
other  parts  of  the  world  various  articles  are  used  for  the  purpose  of  a 
general  medium  of  exchange.  One  of  Uie  qualities  which  a  commodity 
should  possess  in  order  to  render  it  a  good  medium  of  exchange  is 
obviously  that  of  portability,  which  is,  perhaps,  the  most  important  of 
all,  and  in  this  cloth  is  utterly  deficient,  as  it  is  very  cheap  in  proportion 
to  its  weight.  Another  requisite  is  that  it  should  be  easily  divisible  into 
laj^er  or  smaller  quantities,  so  as  to  suit  the  varying  wants  of  those  who 
desire  to  obtain  other  conunodities  of  more  or  less  value  ;  and,  in  this 
respect,  live  animals,  which  appear  to  have  been  used  for  this  purpose  at 
or  before  the  time  when  the  Iliad  was  composed,  are  extremely  deficient, 
since  one  part  of  an  animal  cannot  be  parted  with  without  its  being 
killed.  The  metals  possess  divisibility  in  an  eminent  degree,  and  two  of 
them,  gold  and  silver,  combine  with  this  advantage  that  of  possessing 
great  value  in  proportion  to  their  weight  and  bulk.  The  substance, 
whatever  it  may  be,  which  is  generally  used  in  any  country  as  a  medium 
of  exchange,  is  said  to  be  the  money  of  that  country.  It  is  necessary 
that  money  should  consist  of  some  material  which  will  lose  little  or 
nothing  by  keeping  or  by  use,  and  in  this  respect  gold  is  eminently 
fitted  for  the  purpose,  as  it  does  not  combine  with  the  oxygen  of  the 
atmosphere,  and  therefore  does  not  corrode  by  exposure ;  and  it  is  so 
dorable  that  it  has  been  estimated  to  lose  no  more  than  one  four- 
hundredth  part  of  its  weight  by  the  friction  to  which  it  is  exposed  by 
paadng  firom  hand  to  hand  for  a  whole  year.    Copper  is  found  convenient 
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in  poor  countries^  and  is  used  to  some  extent  in  richer  ones,  bat  its  iralae 
is  so  much  less  than  that  of  silver  in  proportion  to  lis  weight,  that  it  is 
Eeldom  used  for  any  large  purchases  in  a  country  which  is  acquainted 
with  the  use  of  silver.    Iron,  which  was  used  in  ancient  l^parta,  is  so 
inconvenient  for  carrying  on  any  trade   on  a  large  scale  that  its 
employment  in  that  city  has  been  ascribed  to  the  policy  of  a  I^;igiator 
distinctly  intending  to  prevent  the  Spartans  from  becoming  a  commercial 
nation.    It  is  more  probable  that  iron  was  used  merely  because  it  was 
found  convenient  in  a  country  which  possessed  very  little  trade,  and  it 
wafl  certainly  abandoned  in  favour  of  gold  and  silver  as  the  proaperity  of 
Sparta  increased.    A  similar  substitution  of  the  more  costly  for  the 
cheaper  metals  has  taken  place,  and  is  now  taking  place  in  other 
countries  as  their  wealth  and  commerce  have  increafied.    Copper  was 
originally  the  sole  money  of  ancient  Rome,  and  the  same  word  "  ses " 
continued  to  denote  both  money  and  copper,  long  after  gold  and  silver 
had,  to  a  great  extent,  supplanted  it ;  but  in  modem  Italy  gold  is 
principally  used  in  large  transactions,  at  least,  in  all  cases  where  it  is  not 
replaced  by  bank-notes,  which  are,  or  profess  to  be,  exchangeable  for 
gold.    In  England,  though  copper  money  dates  only  firom  the  reign  of 
Elizabeth,  silver  was  coined  by  the  Qovemment  for  many  centuries 
before  gold,  which  latter  was  first  coined,  and  that  only  to  a  limited 
extent,  in  the  reign  of  Henry  the  Third.    We  have  now,  for  nearly  two 
centuries,  used  gold  as  the  principle  medium  of  exchange,  and  silver  has 
been  confined  to  small  transactions.    A  similar  change  has  taken  place 
throughout  the  Continent  of  Europe.    In  Asia,  on  the  other  hand,  at 
least  in  that  large  portion  of  it  which  is  comprised  in  India  and  China^ 
silver  still  constitutes  the  principal  medium  of  exchange  ;  and  as  its  value 
is  there  five  or  six  times  greater  than  in  England,  it  is  more  convenient 
for  the  payment  of  wages  and  for  efiecting  daily  purchases  of  the 
necessaries  of  life  than  gold  would  be,  though  it  is  certainly  inconvenient 
when  large  sums  have  to  be  sent  from  one  part  of  the  country  to  another, 
as  must  often  be  done  by  the  Indian  Government,  and  by  private 
individuals. 

Money,  besides  serving  as  a  medium  of  exchange,  performs  another 
important  function  by  serving  as  a  standard  of  value.  Not  only  does  it 
enable  a  man  to  obtain  whatever  commodities  he  requires  at  whatever 
time  he  requires  Chem,  but  it  furnishes  a  ready  means  of  calculating  how 
much  of  any  other  commodity  he  will  be  able  to  obtain  in  exchange  for 
those  which  he  happens  to  possess.  If  a  man  possesses  a  hectolitre  of 
wheat,  he  may  know  for  how  many  sheep  or  for  what  fraction  of  a  cow 
it  will  exchange,  but  it  is  impossible  for  him  to  remember  the  quantities 
of  all  commodities  for  which  it  will  respectively  exchange.  In  order  that 
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he  may  be  able  to  tell  at  any  moment  how  much  of  any  other  commo- 
dity he  cau  obtain  in  exchange  for  his  wheat,  he  needs  a  oommon 
standard  wifji  which  to  compare  the  values  of  the  two  commodities.  The 
Talae  of  an  article  depends,  as  I  have  already  endeavoored  to  explain,  on 
the  amonnt  of  labour  required  to  produce  it ;  and  though  the  fiomer  may 
know  how  much  labour  has  be^  expended  in  raising  his  wheat,  he 
cannot  know  how  much  has  been  required  for  the  producticm  of  all  other 
artides.  The  use  of  money  enables  'him  to  compare  the  values  of  his 
own  commodities  with  the  value  of^  money,  and  record  the  result  of  the 
oofflpariaon  by  namii^  the  quantity  of  money  for  which  he  is  willing  to 
exchange  a  certain  quantity  of  his  produce,  which  quantity  of  money  is 
called  the  price  of  his  commodities.  As  he  uses  money  for  the  payment 
of  the  labourers  wh<»n  he  employs,  he  knows  how  mudi  money  he  has 
q)ent  in  raising  his  crops ;  and  by  fixing  a  price,  he  is  able  to  distribute 
the  cost  over  the  whole  of  the  produce.  As  all  other  producers  fix 
a  price  for  their  commodities,  the  firmer  has  merely  to  compare  his 
prices  with  theirs  in  order  to  see  how  much  of  any  other  commodity  ha 
can  afford  to  buy ;  and  it  is  no  longer  necessary  to  consider  how  much 
labour  a  particular  article  has  required  for  its  production,  or  how  much 
labour  it  would  enable  its  possessor  to  conunand.  It  is  enough  for  a 
person  to  sell  an  article  (as  giving  an  article  in  exchange  for  money  is 
termed),  for  more  money  than  he  gave  for  it,  and  he  need  not  calculate 
whether  the  money  which  he  paid  was  of  more  value  at  the  time  or  place 
where  he  paid  it  than  the' quantity  which  he  received  is  at  the  time 
and  place  where  he  receives  it,  since  he  has  certainly  got  more  than  he 
had;  and,  at  the  same  time  and  place  a  larger  quantity  of  money  will 
always  be  worth  more  than  a  smaller  quantity.  As  Adam  Smith 
eq)re8ses  it,  if  an  English  merchant  buys  an  article  at  Canton  for  an 
oonce  of  silver  which  he  can  sell  in  London  for  two  ounces  of  silver,  it 
does  not  matter  to  him  that  one  ounce  has  as  great  a  value  at  Canton 
as  two  ounces  have  in  London ;  because  two  ounces  in  London  are  of 
twice  the  value  of  one  ounce,  and  this  is  what  he  wants.  When  it  has 
become  customary  for  all  commodities  to  be  bought  and  sold  for  money, 
a  class  of  men  spring  up  who  make  it  their  business  to  buy  commodities 
which  they  do  not  themselves  require,  and  to  sell  them  to  other  persons 
who  do  require  them,  and  to  make  a  living  out  of  the  difference  between 
the  buying  and  selling  prices,  which  they  fix  at  such  a  point  as  will 
enable  them  to  obtain  the  average  rate  of  profit  on  the  capital  whidi 
they  employ,  and  sufficient  wages  for  their  own  labour ;  and  to  thisdass 
the  title  of  tradesmen  in  its  widest  sense  belongs.  At  first  sight,  it  seems 
that  tradesmen  perform  no  useful  function  which  could  not  be  better 
done  by  the  prodnoers  and  consumers  themselves,  audit  was  the  opinion 
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of  Aristotle  that  they  were  of  no  use,  and  ought  to  be  discouragedj  if 
not  absolutely  suppressed,  in  a  well-govemed  State.  In  our  own  day,  wc 
frequently  meet  with  the  remark,  that  the  tendency  of  the  age  is  to 
bring  consumers  into  direct  contact  with  producers,  and  there  certainly 
are  a  few  facts  which  lend  encouragement  to  this  opinion.  ManyperBons 
who  are^dissatisfied  with  the  milk  supplied  to  them  by  a  milkman,  find 
that  they  can  do  better  by  buying  it  direct  from  a  ^Eurmer,  and  anrange- 
Inents  have  been  made  by  which  a  Manchester  manufiEustcirer  can  bay 
cotton  direct  from  a  planter  in  Carolina  or  Tennessee.  But  in  spite  of  such 
isolated  instances,  I  see  little  reason  to  anticipate  that  the  class  of  trader 
men  will  ever  disappear,  since  they  discharge  the  necessary  function  of 
keeping  a  supply  of  articles  on  hand  to  meet  the  wants  which  are  ever 
occurring  unexpectedly,  and  which,  therefore,  cannot  be  provided  fw  by 
the  consumers.  So  great  is  the  variety  of  the  articles  which  an  individ- 
ual requires  in  an  advanced  state  of  society,  that  no  one  can  possibly 
live  within  easy  reach  of  all  the  producers  who  supply  them ;  and  though 
he  can  enter  into  an  engagement  with  a  fiarmer  at  a  remote  distance  to 
supply  the  food  which  he  requires  in  quantities  which  vary  litde  from 
week  to  week,  he  will  find  it  very  inconvenient,  if  there  were  no  place 
near  at  hand  where  he  could  obtain  an  article  which  he  wanted  on  a 
sudden  emergency.  A  Londoner  may  buy  his  poultry  direct  fix»n  a 
&rmer  in  Norfolk,  but  he  would  be  badly  ofP,  indeed,  if  he  were  aooos- 
tomed  to  order  his  tea  direct  from  China>  and  if  his  stock  were  to  fail 
just  after  the  departure  of  the  mail-steamer.  As  an  additional  class  of 
labourers  is  interposed  between  producers  and  consumers,  the  value,  and, 
consequently,  the  price  of  each  article  is  greater  than  it  would  otherwise 
be ;  but  the  greater  cost  is  compensated  by  the  greater  convemeDoe,and 
the  distributors  perform  a  function  which  is  quite  as  useful  and  necessary 
as  production  itself.  The  wants  of  a  large  body  of  consumers  cannot  be 
supplied  without  the  production  of  a  great  quantity,  and  its  subsequent 
distribution ;  and,  if  consumers  purchase  direct  from  the  produoeo,  the 
work  of  distribution  is  not  left  undone,  but  is  performed  by  the  pro- 
ducers themselves,  or  by  persons  employed  by  them.  The  &nner  who 
sends  his  milk  to  the  private  houses  of  the  inhabitants  of  a  neighboazing 
tovm  has  to  employ  people  to  carry  the  cans  just  as  a  millmiflin  has  to 
do,  and  if  his  business  increases,  he  finds  it  difficult  to  give  that  saper- 
vision  which  this  part  of  it  requires  without  in  some  degree  neglecting 
the  rest.  It  then  becomes  profitable  for  a  person  to  devote  himsdf 
exclusively  to  the  business  of  distributing  the  milk,  and  the  advantages 
which  accrue  from  the  division  of  labour  in  production  are  obtained  from 
the  separation  between  production  and  distribution,  the  advantages  being 
oomprised  in  the  &ct  that  both  kinds  of  work  are  better  done. 
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If  all  bargains  were  <»ncladed  for  ready  money,  and  no  engagement 
extended  beyond  a  day,  the  money  of  the  conntry  wonid,  by  the  mere 
&ct  of  its  being  a  medinm  of  exchange,  be  proved  to  be  fit  for  a  standard 
of  value.  AM  the  same  time  and  place  the  prioeB  of  all  oommoditieB  are 
in  proportion  to  their  value,  and,  oonaequently,  a  compariflon  of  the 
piioes  is  all  that  is  required  to  determine  how  much  of  one  commodity 
will  exchange  for  a  given  quantity  of  another,  and  the  money  which  is 
paid  is  of  equal  value  with  the  article  which  is  paid  for.  But  when  an 
article  is  bought  on  credit,  t.6.,  when  he  who  obtains  it  gives  nothing  in 
QxchaDge  except  a  promise  to  give  something  else  at  a  fbture  time,  it  is 
inqxntant  that  this  something  should  be  of  such  a  nature  that  its 
vahe  will  not  alter  before  the  bargain  is  concluded  by  its  payment.  If 
this  something  be  money,  as  is  ahnost  always  the  case,  it  is  desirable 
that  the  money  should  be  incapable  of  changing  in  value ;  but,  unfortu- 
natdy,  there  is  no  commodity  known  to  us  which  possesses  this  character, 
and  mankind  have  been  forced  to  content  themselves  with  such  as  most 
nearly  ^jproach  this  perfection,  while,  at  the  same  time,  possessing  the 
qoalities  which  are  requisite  for  a  medium  of  exchange.  All  commodities 
are  liable  to  fluctuations  in  their  cost  of  production,  and  agricultural 
produce  is  especially  so  because  of  the  great  vicissitudes  in  the  seasons, 
which  firequently  cause  the  value  to  double  in  a  single  year.  If  a  man 
had  received  a  quantity  of  cloth,  and  engaged  to  give  for  it  a  hectoUtre 
of  wheat  twelve  months  afterwards,  a  bad  harvest  in  the  following  year 
might  double  the  value  of  wheat,  and  compel  him  to  give  what  was 
really  worth  twice  as  much  labour  as  the  cloth  which  he  had  received. 
On  the  other  hand,  a  favourable  harvest  might  cause  the  margin  of 
coltiTation  to  fieQl  so  much  that  the  portion  of  the  crop  which  determined 
the  vahie  of  the  whole  should  be  raised  with  only  half  as  much  labour  as 
an  equal  quantity  at  the  time  when  the  bargain  was  concluded,  and, 
in  this  case,  if  it  were  carried  out  to  the  letter,  he  who  received  the 
wheat  will  only  receive  one  half  of  what  he  calculated  on.  Qold  and 
Bilv^  are  not  so  liable  to  sudden  changes  of  value  as  agricultural  pro* 
dace,  because  there  is  always  an  immense  stock  of  these  metals  in 
existence,  and  a  long  time  is  therefore  necessary  to  effect  a  change  in  the 
value  of  the  whole  amount.  Their  durability  is  the  principal  reason 
why  there  is  always  a  large  stock  of  them  in  the  possession  of  mankind, 
for  as  a  ffM  coin  is  estimated  to  lose  only  one  four-hundredth  part  by 
friotian  in  a  year,  it  is  only  necessary  that  one  four-hundredth  part  of 
the  whole  stock  should  be  raised  in  a  single  year.  To  raise  so  large  a 
quantity  m  one-half,  or  even  one-quarter  of  the  whole  stock  in  a  single 
year  wxnild  require  so  great  a  disturbance  of  industrial  arrangements,  and 
would  require  so  many  men  to  quit  their  old  employments,  that  it  cannot 
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be  attempted^  and  yet  this  would  be  necessary  to  effect  a  sadden  change 
in  its  yalne.  Most  maonfactured  commodities  are  so  constantly  liable 
to  be  cheapened  by  improvements,  reducing  the  labour  necessary  to 
produce  them,  that  they  could  hardly  ever  be  used  as  a  standard 
of  value  for  any  length  of  time.  Labour,  which,  as  Adam  Smith  has 
shown,  is  the  best  standard  of  value,  cannot  be  used  as  a  medium 
of  exchange,  because  it  would  not  be  convenient  for  a  person  who  had 
parted  with  a  concrete  article  of  great  value  to  receive  in  exchange  a 
promise  of  a  great  quantity  of  labour  which  would  require  a  long 
time  or  a  great  number  of  labourers  to  perform.  He  wants  the 
means  of  procuring  the  labour  of  others,  but  he  does  not  want  to  have  a 
number  of  labourers  whom  he  must  employ  at  a  particular  time,  or  in  & 
particular  way.  It  is  quite  possible,  where  a  contract  extends  over  a 
long  period,  to  use  labour  as  the  standard  of  value,  while  still  requinng 
that  it  should  be  fulfilled  in  money.  A  definite  sum  of  money  may  be 
fixed  on  to  be  paid  at  the  conclusion  of  the  bai^in,  but  atx)nd^tion  may 
be  inserted  that  this  sum  shall  be  increased  or  diminished  in  the  same 
ratio  as  the  money-wages  of  common  labourers  shall  have  risen  or  faUen 
in  the  meantime.  Thus  it  might  be  enacted  that  every  one  who  holds 
a  thousand  francs  in  the  national  funds  shall  receive  thirty  francs  interest 
for  the  first  year ;  and  that  in  the  second  year  the  Gk)vemment  shall  be 
bound  to  ascertain  whether  the  money-wages  of  some  particular  class  or 
classes  of  labourers  have  risen  or  fallen  since  the  loan  was  contracted, 
and  that  if  it  be  found  that  wages  have  risen  ten  per  cent,  the  fond- 
bolder  shall  receive  thirty-three  francs,  and  so  on,  in  proportion,  and 
that  the  calculation  shall  be  repeated  every  year.  I  am  not  aware  that 
such  a  plan  has  ever  been  adopted  by  a  Government  with  regard  to  its 
funded  debts  ;  but  it  is  not  unusual  to  indert  in  commercial  contracts  a 
clause  providing  that  the  contractor  shall  receive  a  higher  price  for  his 
coals  or  other  goods  than  that  originally  agreed  on,  if  he  diould  find  it 
necessary  to  raise  the  wages  of  the  workmen  whom  he  employs.  The 
fall  which  has  recently  taken  place  in  the  value  of  gold  may  render  it 
.  worth  while  for  statesmen  to  consider  whether  some  such  plan  should  be 
introduced  for  regulating  the  dividends  on  the  National  Debt,  and  the 
salaries  of  the  public  servants,  so  as  to  bring  them  into  conformity  with 
the  ever-changing  circumstances  of  the  times.  The  colleges  of  Oxford 
and  Cambridge  have,  for  three  centuries,  been  accustomed  to  use  wheat 
as  a  standard  of  value,  by  requiring  that  one-third  of  their  reserve  rents 
should  be  a  sum  of  money  which  should  vary  according  to  the  market 
price  of  wheat  on  the  days  on  which  the  rents  become  due.  The 
practice  has  been  chiefly  usefhl  by  leading  to  the  preservation  of  records 
of  the  price  of  wlieatj,  which  have  been  found  serviceable  by.  Epoaamiiti 
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atid  statJgfciciaiiSy  bnt  it  has  not  been  of  so  much  importance  to  the 
coHeges  as  has  often  been  sapposed,  and  it  has  done  little,  if  anything,  to 
protect  them  fipom  loss  occasioned  by  the  depreciation  of  money.  The 
BjBtem  porsned  by  the  colleges  in  leasing  ont  their  lands  was  that  of 
exactiDg  a  large  fine  on  the  commencement  of  a  lease,  and  a  small 
reserve  rent  during  its  continuance.  This  reserve  rent  was,  of  coorse, 
much  smaller  than  the  rent  which  might  have  been  obtained  if  the  hnd 
had  been  let  in  the  ordinary  way  for  as  high  an  annual  payment  as  a 
respectable  tenant  could  be  induced  to  give  ;  and  it  was  only  one-third 
of  this  sum  which  was  regulated  by  the  price  of  wheat.  As  the  colleges 
always  retained  the  power  of  terminating  the  leases,  they  could  always 
raise  the  fines  to  such  an  amount  as,  when  added  to  the  rents,  would 
afford  as  large  a  total  as  priyate  landlords  would  receive  for  similar  land  ; 
and  Aey  could  never  have  been  in  any  danger  of  materially  losing  by 
the  depreciation  of  the  precious  metals.  The  system  is,  I  believe, 
gradually  dying  out,  but  private  landlords  have,  in  many  parts  of  the 
country,  arranged  with  their  tenants  that  the  money-rent  of  com  lands 
shall  vary  in  proportion  to  the  price  of  com.  But,  whatever 
arrangements  may  be  made  with  regard  to  leases,  or  other  contracts, 
extending  over  a  term  of  years,  all  bargains,  which  are  to  be  concluded 
m  a  few  weeks  or  months,  will  always  be  expressed  in  money  ;  and  the 
valnes  of  gold  and  silver  are  sufficiently  stable  to  serve  as  a  good 
standard  in  aQ  such  cases,  and  as  they  are  dao  good  mediums  of  exchange 
they  are  doubly  fitted  for  employment  in  all  bargains,  and  are  preferred 
in  ahnost  every  country  in  the  world. 

It  having  been  once  decided  that  one  or  several  metals  shall  be  used* 
as  money,  it  is  necessary  that  there  should  be  pieces  of  different  weights 
and  sizes,  to  be  used  according  as  the  things  to  be  bought  or  sold  are  of 
greater  or  smaller  value.  In  ancient  times  copper  and  silver  were  com- 
monly melted  into  ingots  or  bars,  which  were  always  weighed  before 
they  were  handed  over  by  the  purchaser  to  the  seller  of  a  commodity. 
The  "libripens  "  or  person  whose  business  it  was  to  weigh  the  bars  of 
copper  in  a  pair  of  scales,  was  an  indispensable  witness  to  a  Boman 
testament,  and  the  name  was  still  retained  in  legal  phraseology,  long 
aiter  the  practice  of  weighing  had  become  obsolete.  Many  of  the  names 
which  are  stfll  used  to  designate  sums  of  money,  such  as  **  pound," 
'Mivre,"  &c.,  originafly  meant  a  definite  weight  of  sOver,  or  some  other 
metal ;  and  were,  no  doubt,  in  use  at  a  time  when  bars  were  commonly 
used.  In  China,  at  the  present  day,  ingots  of  silver  are  largely  used  by 
the  natives ;  and  even  in  Europe,  gold  bars  frequently  serve  as  a  means  of 
remittance  from  one  country  to  another.  But,  as  conmierce  increases, 
peoj^e  find  it  convenient  to  have  smaU  pieces  of  metal  which  they -eatf 
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use  for  small  transactions^  and  which  do  not  require  the  trouble  of  ^reigh- 
ing;  and  as  these  are  exposed  to  much  friction  in  passing  from  hwd 
to  handj  it  is  desirable  that  they  should  be  of  such  a  shape  as  will  expose 
them  to  as  little  friction  as  possible.  This  shape,  as  Say  has  obserred,  is 
that  of  a  sphere,  but  this  would  be  inconyenient,  as  the  globes  would  be 
liable  to  roll  away  when  placed  on  a  taUe,  or  elsewhere,  and  could  not  be 
heaped  up  in  any  great  quantity.  It  has  been  found,  or,  at  leasts  con- 
sidered by  most  nations,  that  the  best  shape  is  that  of  a  veiy  low 
cylinder ;  although,  in  Japan,  a  more  oblong  shape  has  been  adopted. 
These  pieces,  whatever  their  shape,  have  some  image  or  words  stamped 
upon  them  denoting  their  weight,  and  to  such  stamped  pieces  the  appel- 
lation of  coins  is  applied.  At  first,  gold  coins  were  made  of  pure  gold,  or 
of  gold  as  nearly  pure  as  could  be  obtained ;  and  such  was  the  case  with 
the  bezants  issued,  as  their  name  implies,  by  the  Byzantine  Emperors, 
and  such  is  still  the  case  with  the  "  tomans  "  of  modem  Persia.  Po^ 
gold  is,  however,  so  soft,  that  coins  made  of  it  are  liable  to  be  bent  in 
use ;  and  to  prevent  the  inconvenience  thereby  occasioned,  it  has  long 
been  customary  in  Europe  and  America  to  alloy  it  with  a  certain  pro- 
portion of  copper,  usually  one-tenth  of  the  whole  weight  of  the  coin ;  but 
in  the  English  coinage,  only  one-twelfth.  Silver  also  is  alloyed  with 
copper,  sometimes  to  the  extent  of  one-tenth ;  but  in  the  English  ooiii- 
age,  to  the  extent  of  three-fortieths  only.  When  alloying  has  been 
brought  into  use,  the  stamp  on  the  coin  serves  to  denote  the  fineness,  as 
weQ  as  the  weight  of  the  metal,  and  thus  performs  a  much  more  im- 
portant service.  It  would  be  troublesome  to  weigh  every  coin,  but  every 
intelligent  person  is  capable  of  using  a  pair  of  scales,  and  every  hooae  is 
provided  with  such  an  instrument.  But  in  order  to  ascertain  the  fineness 
of  gold  or  silver,  it  is  necessary  to  perform  a  somewhat  costly  opeantiooi 
which  is  called  assaying,  and  for  which  some  skill  and  great  nicety  are 
required.  A  very  large  quantity  of  alloy  must  be  mixed  with  the  pore 
metal  in  order  to  make  such  a  difference  in  its  colour  as  shall  be  peroep- 
tible  to  an  unpractised  eye,  while  a  very  small  difference  in  the  amoont 
of  the  aQoy  would  inflict  a  serious  loss  on  those  who  should  accept  an 
inferior  coin  in  place  of  one  composed  of  purer  metal.  The  stamp  on  the 
coin  is  thus  intended  as  a  gqarantee  to  all  who  may  receive  it  that  it  is 
really  made  of  a  certain  definite  quantity  of  one  of  the  precious  metals 
and  a  definite  quantity  of  alloy ;  and  thus  to  avoid  all  disputes  respeoting 
its  weight  or  fineness.  Thus  a  franco  is  a  piece  of  silver  885  fine(i.«^ 
the  pure  silver  in  which  is  to  the  whole  weight  as  835  is  to  1,000),  which 
weighs  5  grammes ;  the  gold  twenty-franc  piece  is  a  piece  of  gold  900 
fine,  and  weighing  6.451  grammes ;  and  every  coin  in  the  world  has  its 
own  definite  weight  and  fineness,  by  whatever  names  these  may  be 
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desGribed  bj  diffeient  nation^  and  bj  whatever  name  it  may  be  called. 
There  is  nothing  new  in  the  statement  that  the  stamp  on  the  coin  merely 
dedgnateB  the  quantity  and  quality  of  the  metal  of  which  it  is  oompoeed, 
f(^  it  is  stated  by  Aristotle,  and  the  &ct  must  always  have  been  familiar 
to  those  who  were  entrosted  with  the  task  of  coining  money.  It  is  only 
neoeBBsiy  to  insist  on  it  here,  as  many  persons  still  have  a  vague  idea 
that  the  Qovemment  interferes  with  Free  Trade  by  fixing  the  prioe  of 
gold,t.0.y  by  announcing  the  amount  of  coin  which  the  Mint  will  give  in 
exchange  for  a  certain  weight  of  bullion.  They  ask.  Why  the  Qovern* 
meat  should  fix  the  price  of  gold  when  it  leaves  the  prioes  of  bread  and 
of  ail  other  articles  to  vary  according  to  the  conditions  of  the  market  ? 
The  answer  is  a  simple  one,  viz.,  that  to  fix  the  price  of  gold  is  merely 
to  state  the  weight  and  fineness  of  the  coins  which  receive  a  particular 
denomination ;  while  to  fix  the  price  of  bread  is  to  fix  the  ratio  in  which 
bread  shall  exchange  for  gold,  and  is  often  tantamount  to  compelling  the 
{MXMlaeer  to  part  with  his  produce  for  less  than  it  is  worth.  When  the 
French  €k>vemment  announces  that  the  Mint  will  give  8,100f.  for  a  kilo- 
gramme  of  gold  900  fine,  it  merely  announces  that  155  twenty-frano 
pieces  weigh  a  Idlogranmie,  and  are  all  made  of  gold  900  fine.  When  it 
annoimoee  that  a  small  sum  will  be  deducted  firom  the  amount  given  out 
by  the  Mint,  it  merely  announces  that  it  wiU  charge  something  for  the 
hbbour  which  it  performs  in  coining  the  metal.  In  like  manner,  the  price 
which  the  British  Mint  fixes  for  all  the  gold  bullion  brought  to  it  is 
merely  a  declaration  that  it  wiill  return  an  equal  weight  of  pure  gold  to 
ihat  wiiieh  it  receives,  and  will  make  a  present  of  the  requisite  alloy  to 
the  person  who  brings  the  gold.  The  price  of  an  article  measured  in 
itself  is  litde  more  than  a  change  of  names,  and  it  might  be  said  that 
the  Qovemment  fixes  the  price  of  flour  because  it  fixes  the  weight  of 
flour  which  is  to  be  used  in  making  the  loaves  of  bread  which  are  called 
by  particolar  names.  To  what  extent,  and  under  what  circumstances,  the 
market  price  of  bullion  may  vary  from  the  Mint  price,  will  be  considered 
more  at  length  in  the  next  chapter. 

It  is  necessary  that  some  person  or  persons  should  undertake  the 
bnsiness  of  manufacturing  coins,  and  it  is  necessary  that  the  public 
shonld  have  reason  to  trust  in  the  capacity  and,  what  is  more,  the 
honesty  of  those  who  undertake  it.  In  every  country  where  coins  are 
used,  the  business  is  carried  on  by  persons  more  or  less  subject  to  the 
ooutidl  of  the  Government ;  and  such  has  been  the  case  from  the  most 
ancient  times  of  which  we  have  any  record  down  to  the  present  day. 
It  has^  therefore,  been  long  regarded  as  one  of  the  highest  attributes  of 
sovereignty  to  have  the  power  of  issuing  coins.  ^^  Lord  of  the  coin,  and 
of  the  evening  prayer,"  is  the  formula  by  which  every  Mahomedan 
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aovereign  expranes  his  independence,  while  he  acknowledges  his  mMBiaal 
snbjeotion  to  another  ruler  by  assigning  to  him  that  honourable  title. 
**  Petty  treason"  was  the  name  given  by  English  law  to  the  heinona 
offenoe  of  oonnterfeitin^  the  king's  money.    It  requires  a  consideniUe 
mental  e£fbrt  even  to  oonoeive  it  poasible  for  private  ent^rise  to  saiiply 
a  people  with  money,  but  a  thinker  who  shrinks  from  no  consequences 
to  which  his  principles  lead,  Mr.  Herbert  Spencer,  has  aUy  maintained  * 
that  it  is  not  only  possible,  but  extremely  desirable,  for  this  to  be  done. 
He  contends  that  a  private  manufacturer  would  carry  on  the  businesB  at 
a  smaller  cost>  and  the  public  would  thus  be  spared  part  of  the  expense 
which  they  must  now  bear  in  order  to  maintain  the  coinage.      He 
contends  that  it  is  a  violation  of  the  rights  of  individuals  for  the 
Qovemment  to  dictate  to  them  what  they  shaU  receive  in  payment  of 
their  debts,  or  in  what  manner  they  shall  pay  them.    On  tUs  pmnt^ 
however,  it  must  be  borne  in  mind  that,  in  order  that  the  State  may 
properly  enforce  the  fulfilment  of  contracts  (a  duty  which  Mr.  I^^enoer 
fiilly  recognises  as  incumbent  upon  it),  it  must  define  the  meaning  ef 
the  coins  in  which  most  contracts  are  expressed.    So  &r  as  this  goes^  the 
State  must  exercise  as  much  control  as  will  enable  it  to  ascertain  that 
the  coins  are  what  they  profess  to  be  ;  but  it  by  no  means  follows  that 
it  must  perform  the  work  of  coining  by  its  own  agents.    Whoever 
carries  on  the  business  is  exposed  to  the  temptation  of  issuing  coins 
which  are  of  less  than  the  proper  fineness,  and  the  servants  of  tbe 
Government   are   no   more   incapable   of  sinning  than  other  men^ 
Governments  have  usually  undertaken  the  task  because  they  have  been 
supposed  to  be  incorruptible,  but  they  have  debased  the  ooinags  too 
frequently  for  such  a  notion  to  be  any  longer  entertained.    If  the  work 
were  performed  by  private  firms  we  should  hav$  quite  as  muoh  seonzity ' 
as  at  present  that  it  would  be  properly  done.    As  Mr.  Spencer  says  v-* 
'^  Competing  firms  would  assay  each  other's  issues  whenever  dere 
appeared  the  least  reason  to  think  them  below  the  established  standard ; 
and  should  their  suspicions  prove  correct,  would  quickly  find  some  mode 
of  diffiising  the  information.    Probably  a  single  case  of  exposure,  and 
the  consequent  ruin,  would  ever  after  prevent  attempts  to  circulate  coins 
of  inferior  fineness."    (p.  401,  first  edit.)    The  only  security  which  we 
in  England  at  present  possess  in  this  respect  is  derived  from  the  aDoieut 
ceremony  called  the  Trial  of  the  Pyx,  which,  since  the  passing  of  the 
Coinage  Act  in  1870,  has  been  held  once  a  year,  and  at  which  specimeitt 
of  every  kind  of  coin  issued  by  the  Mint  during  the  last  twelve  monlihSf 
are  weighed  and  assayed  by  a  jury  of  goldsmiths ;  that  is,  of  persona 

*  Sodal  StatloB,  ohsp.  xzis. 
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qnite  independent  of  the  Hint  aathorities.  An  nnfavourable  verdict 
woaM  be  followed  by  the  imposition  of  a  heayy  fine  on  the  Master  of  the 
Mint ;  and  no  sach  veiidict  is  mentioned  in  the  records  of  the  exoheqner 
whidi  embrace  the  last  two  hondred  and  fiftj  years.  If  coins,  were 
iasaed  by  private  firms,  the  largest  quantities  would,  as  at  present,  be 
demanded  by  bankers,  and  these  could  easily  require  the  coiners  to 
snbmit  to  some  test  similar  to  that  to  which  the  mint  authorities  are 
now  subjected.  There  is,  however,  one  advantage  which  may  be, 
tiioogh  it  is  not  always,  obtained  from  entrusting  the  business  of 
coining  to  the  Government,  which  will  probably  be  thought  to  outweigh 
bD  the  disadvantages  of  the  system.  The  Oovemment  may  take  upon 
itself  all  the  loss  which  is  occasioned  by  the  wear  and  tear  of  the 
coin,  and  may  thus  spread  over  the  whole  community  a  loss  which  is 
inevitaUe,  and  for  which  no  individual  can  be  considered  as  more  re- 
Bp(«sihle  than  any  other.  If  a  private  firm  certifies  that  a  particular 
gold  coin  weighs  four  or  eight  grammes,  it  may  justly  be  compelled  to 
receive  it  in  payment  of  any  debt  to  the  extent  of  four  or  eight  grammes 
of  gold;  but  it  cannot  be  reasonably  expected  to  receive  it  at  its  nominal 
rate  when  it  has  lost  fifty  milligrammes  by  constant  friction,  and,  in 
&ct,  no  longer  weighs  the  certified  weight.  Still  less  can  a  private  firm 
be  ^q^ted  to  issue  new  coins  in  exchange  for  any  equal  number  of 
vom  ones  which  may  be  presented  by  the  holders.  But  a  Oovemment 
can  nndertake  this  task,  for  it  can  always  obtain  the  necessary  Amds 
from  the  taxes,  and  the  English  Government  does  undertake  it  as  &r  as 
the  fatv&  coins  are  concerned.  If  this  is  not  done,  the  coins  commonly 
paai  as  if  &ej  were  of  fiill  weight  even  when  they  are  considerably 
worn ;  bat  every  now  and  then  some  bank  or  Government  office  weighs 
the  ooans,  and  refuses  to  accept  the  light  ones  except  at  a  rate  reduced 
in  proportion  to  the  deficiency.  Thus  it  often  happens  that  the  last 
holder  has  to  bear  the  whole  loss  caused  by  the  friction  to  which  he  has 
contributed  but  an  infinitesimal  part;  and  this  seems  so  unjust  that 
P60]4e  generally  desire  to  throw  it  on  the  Gk)vemment  by  requiring  it 
to  reeeivo  aU  coins  by  tale,  and  to  give  new  ones  in  exchange  for  worn 
ones  whenever  presented  for  that  purpose.  This  course  was  recom- 
mended, on  the  score  of  justice,  by  Say,  but  he  does  not  seem  to  have 
been  aware  of  the  common  objection  that  it  would  encourage  the 
"sweating ''  of  the  ooin,  %,e.,  the  reduction  of  their  weight  for  fraudulent 
purposes,  which  is  even  now  practised  to  some  extent,  and  which,  if  it 
became  oommon,  would  throw  a  very  serious  burden  on  the  Govern- 
ment. There  was  a  controversy  on  this  subject  in  the  columns  of  the 
''Times"  in  the  year  1871,  when  the  probability  of  sweating  was,  of 
oonrse^  made  the  principal  objection  to  the  proposal  that  the  Govem- 
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ment  should  accept  old  and  new  coins  st  the  same  rate.  A  correspoiidait 
writing  to  that  paper  on  October  25,  who  signed  himself  '*  A  Banker/' 
stated  that  this  objection  was  of  no  great  force,  because  a  practised  eye 
could  readily  distinguish  between  coins  which  had  be^  sweated  and 
those  which  had  been  fiurly  worn.  Although  the  writer  was  anonymous, 
and  though  his  statement  was  disputed  by  Mr.  Seyd,  I  can  hardly 
suppose  that  it  would  have  been  so  confidently  made  if  it  had  not  been 
supported  by  good  evidence ;  and  if  it  is  correct,  there  can  be  but  little 
objection  to  the  proposed  change  beyond  that  of  expense.  Of  couise, 
the  Mint,  or  the  Bank  of  England,  or  whoever  may  be  entrusted  with 
the  business  of  withdrawing  old  coins  firom  circulation,  can  command 
the  services  of  persons  who  are  acquainted  with  the  secret  which  will 
enable  them  to  reject  the  sweated  coins  ;  and  this  will  be  Buffioient  to 
prevent  sweating  firom  being  practised  on  a  large  scale.  Against  its 
being  done  on  a  small  scale  the  public  will,  at  least,  enjoy  as  much 
protection  as  at  present.  At  present  the  loss  consequent  on  the  wear  ot 
the  gold  coins  is  principally  borne  by  country  bankers,  who  naturally 
complain  of  the  burden,  aldiough,.as  they  find  it  profitable  to  carry  on 
banking  notwithstanding,  it  does  not  iseem  that  they  have  very  much  to 
complain  of.  The  weight  of  a  sovereign  when  issued  from  the  Mint  is 
7.988  grammes,  and  it  is  allowed  by  law  to  circulate  until  it  has  lost  51 
milligrammes,  after  which  every  person  to  whom  one  is  tendered  is 
ordered  to  cut  it  so  as  to  prevent  it  from  circulating  any  longer.  No 
penalty  is,  however,  provided  against  those  who  do  not  comply  with  the 
law,  and  it  is  seldom  enforced  except  by  bankers  and  Oovemment  ofiiceg. 
Even  the  Bank  of  England,  which  is  more  strict  than  other  banks  in 
enforcing  it,  does  not  think  it  worth  while  to  weigh  sovereigns  when 
presented  in  ones  or  twos,  but  only  when  brought  in  large  numben. 
Country  bankers  find  that  it  is  most  convenient  both  to  themselves  and 
to  their  customers  to  receive  without  weighing  all  the  sovereigns  which 
are  paid  into  them  ;  and  they  pay  out  the  light  ones  again,  and  feel  no 
inconvenience  as  long  as  their  transactions  are  confined  to  their  own 
districts.  But  when,  in  order  to  settle  their  accounts  with  the  London 
bankers,  they  find  it  necessary  to  remit  sovereigns  to  London,  the  coins 
are  only  received  according  to  their  weight ;  and  the  loss  falls,  of  course, 
on  the  country  bankers  if  their  is  any  deficiency.  A  sovereign  which 
weighs  less  than  7.987  grammes  is  not  legal  tender,  but  is  regarded  as  a 
mere  piece  of  bullion  ;  and  a  person  who  presents  one  which  weighs,  e.g.9 
7.925  granmies,  loses  the  whole  difference  between  its  weight  and  tiiat 
of  a  full  sovereign  of  7.988  grammes,  although  no  objection  can  be  made 
to  receiving  one  weighing  7.987  grammes.  It  is,  therefore,  the  interest 
of  country  bankers  to  pick  out  the  heaviest  sovereigns  for  remittance  to 
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Loodon^  and  to  keep  the  light  ones  in  the  coantrj.  Mr.  JevonSy  in  a 
paper  on  ^<The  Oondition  of  the  Metallic  Carrency  of  tiie  United 
Kingdom  with  Beference  to  the  Qaestion  of  Intemationid  Coinage/'  read 
before  the  Statistical  Society  in  Novembery  1868,  mentioned  that  during 
the  year  ending  on  the  SOth  September  previona,  one  large  bank  had 
lost  150,000f.  by  receiving  light  gold  coins,  in  spite  of  the  care  which 
may  be  presumed  to  have  been  taken  to  coll  out  the  heavy  ones.  The 
BladstioB  which  he  famishes  show  that  the  deterioration  of  the  coin 
is  veiy  great  in  the  agricultural  districts.  Unless  the  Ch>venunent 
usdertakes  to  manufacture  coins  there  seems  no  reason  why  it  should 
give  new  in  exchange  for  worn  ones ;  but  if  it  does  undertake  the  one, 
these  are  certainly  reasons  of  public  convenience  why  it  should  undertake 
the  otheif.  When  the  Cbrman  Qovemmenty  at  the  dose  of  1871, 
annoonoed  its  intention  of  introducing  a  new  gold  coinage,  it  announced 
that  it  would  bear  the  expense  of  the  wear  and  tear  of  the  coins,  and 
whatever  reasons  are  sufficient  to  recommend  this  course  in  Germany 
are  equally  applicable  to  other  countries. 

Ur.  %)enoer,  in  the  chapter  already  referred  to,  mentions  that  certain 
facta,  which  he  was  not  at  liberty  to  publish,  had  been  communicated  to 
him  which  afforded  convincing  proof  ^hat  coining  could  be  carried  on 
iDore  economically  by  a  private  firm  than  by  the  State.  The  public 
have  now  an  opportunity  of  judging  for  themselves  as  to  the  capacity  of 
the  British  Government  to  carry  on  the  business,  for  Mr.  Ansell's  work* 
on  the  Mint  affords  as  fiill  information  as  could  be  desired  respecting 
eveiy  detail  of  the  operations  of  the  Mint,  and  its  frequent  references  to 
the  auinagement  of  the  private  Mint  of  Messrs.  Heaton  &  Son,  of 
Biimingham,  enable  the  r^er  to  compare  a  public  and  private  establish* 
ment,  the  result  of  the  comparison  being  decidedly  un&vourable  to  the 
former.  Mr.  Ansell  was  formerly  employed  in  the  Mint,  but  the  Mint 
authorities  thought  proper  to  dismiss  him  some  years  ago,  and  it  would 
be^  of  course,  unfair  to  condemn  them  solely  on  the  testimony  of  a 
loan  who  has  been  irritated  by  the  loss  of  his  place.  But  the  generally 
nn&vourable  judgment  of  Mr.  Ansell  is  supported  by  the  more  impartial 
teatimony  of  Mr.  Seyd,  who  has  devoted  one  chapter  of  his  work  already 
mentioned  to  a  '^  Criticism  on  the  British  Mint.''  Since  his  work  was 
pabhshed,  Mr.  Seyd  has,  indeed,  expressed  in  the  *^  Times  "  his  opinion 
that  a  great  improvement  has  taken  place  in  the  management  of  that 
institution,  but  .the  fact  remains  that  it  was  very  defective  in  1868. 
That  the  defects  are  owing  to  the  monopoly  which,  as  a  State  institution, 
it  enj(^,  may  be  inferred  from  Mr.  Seyd's  criticism  on  the  Paris  Mint, 

« ''The  Royal  Mrnt,"  by  0.  F.  AnseU.    Sffingham  Wilson,  1870. 
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which  is  nearly  as  unfiEtyonrable  as  that  on  the  Mint  of  London.    It  maj^ 
moreover,  be  presnmed  that  it  is  owing  to  the  Mint  anthorities  tfaem- 
selves  that  they  have  not  been  heard  in  their  own  defence.    On  May  5th, 
1871,  Lord  Einnaird  moved  in  the  Honse  of  Lords  for  a  Committee  to 
enquire  into  the  past  and  present  management  of  the  Mint,  and  pzeJbced 
bis  motion  with  a  long  speech,  showing  a  minnte  acquaintance  with  the 
technicalities  of  the  question,  and  calling  attention  to  several  faults,  or 
what  he  deemed  such,  in  its  management.    But  his  motion  was  opposed  bj 
the  Gk)vemment,  and  meeting  with  no  support  fix>m  the  opposition  was 
negatived  without  a  division.    Applying  the  principle  of  ''Col  bono  ?" 
we  may  presume  that  the  resistance  to  the  motion  was  prompted  by  the 
officials  of  the  Mint,  and  they  have  no  one  but  themselves  to  blame  if 
judgment  is  given  against  them  by  default.      Lord  Einnaird  has,  I 
believe,  made  other  attempts  to  obtain  an  enquiry,  but  all  of  them  have 
met  with  the  same  fate,  it  may  be  presumed  from  the  same  cause.    The 
objections  which  have  been  raised  to  the  present  management  of  the 
Mint  may  be  classified  under  three  heads :  that  the  building  is  incon- 
venient, that  the  machinery  is  not  of  the  best  kind,  and  that  great  waste 
takes  place  in  its  operations.    As  to  the  first  of  these  objections,  it  is 
admitted  on  all  hands  to  be  well-fiDunded,  and  a  BiQ  was  actually  brought 
into  Parliament  by  Mr.  Lowe,  in  1872,  to  authorise  the  sale  of  the 
present  building  and  the  erection  of  a  new  one  better  adapted  to  the 
work  to  be  carried  on.    The  Bill,  however,  was  rejected  by  the  House 
of  Ck)mmons,  apparently  on  the  score  of  expense,  although  the  evidence 
taken  before  the  Select  Committee  showed  that  a  sufficient  sum  could  be 
raised  by  the  sale  of  the  old  site  to  purchase  a  new  one  and  erect  and 
fiimish  a  new  building.      It  is  not,  therefore,  owing  to  the  Mint 
officials  that  the  present  inconvenient  building  on  Tower  Hill  is  retained, 
but  it  is  owing  to  the  Government,  though  to  another  branch  of  it.    As  to 
the  machinery,  it  is  sufficient  to  mention  here  that  both  the  writers  to 
whom  I  have  referred  recommend  that  a  lever-press  should  be  substituted 
for  the  screw-press  which  is  now  used  for  stamping  the  coins.    This  im- 
provement may,  for  aught  I  know,  have  been  already  effixjted,  but  it  had 
not  when  I  visited  the  Mint  in  November,  1871,  more  than  three  years 
after  the  publication  of  Mr.  Seyd's  work.    As  to  the  third  head,  there  is 
one  practice  referred  to  by  Mr.  Ansell  which  strikes  the  unlearned  reader 
as  so  wasteful  that  I  cannot  avoid  mentioning  it.    An  ingenious  automatic 
balance  is  in  use  which  rejects  both  the  coins  which  are  toa  heavy  and  Aoee 
which  are  too  light,  and  distributes  them  into  separate  compartments,  and 
all  which  are  thus  rejected  are  melted  down  again.    With  the  h'ght  ones 
this  is  unavoidable,  but  Mr.  Ansell,  when  he  was  in  the  Mint,  saw  the 
means  of  avoiding  it  in  the  case  of  the  heavy  ones.    He  had  the  ''blanb" 
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weighed  before  being  Btamped,  and  then  had  the  edges  of  the  heavy  ones 
filed  down  to  reduce  them  to  the  proper  vreight.  By  this  means  an  economy 
was  effected  eqniyalent  to  the  difference  between  the  little  labour 
required  for  filing,  and  the  great  labour  required  for  repeating  every 
prooGSB,  from  the  melting  to  the  stamping  of  the  coins.  Tet  the  old 
plan  has  again  been  adopted  of  weighing  the  coins  instead  of  the 
'^  blanksy"  and  as  the  edges  of  the  coins  cannot  be  filed  without  6(t)oiling 
their  appearance,  the  waste  of  labour  is  again  submitted  to.  This  was 
the  case  at  the  period  of  my  visit  to  the  Mint,  but  I  am  not  aware 
whether  it  is  still  the  case,  or  whether  the  officials  have  any  reason  to 
urge  in  defence  of  it.  Neither  can  I  venture  to  pronounce  a  decided 
opinion  on  this  or  any  of  the  matters,  many  of  them  personal,  to  which 
Mr.  Ansell  refers,  but  will  content  myself  with  observing  that  the  general 
effect  of  the  perusal  of  his  work  is  to  leave  on  the  unprofessioDal  reader 
the  imi»e8Bion  that  the  Mint  is  not  so  well  managed  as  a  private  one 
wodd  be.  The  Lords  of  the  Treasury  have  more  than  once  caUed  the 
attentioa  of  the  Master  of  the  Mint  to  the  unsatisftctory  state  of  its 
maaagen^nt,  and  have  threatened  to  adopt  the  system  of  private  con- 
b^ts,  unlesB  some  thorough  reform  could  be  introduced,  f^eviously  to 
the  year  1851,  tiie  work  of  coining  was  intrusted  to  a  semi-independent 
oorporation  caUed  '^  The  Moneyers  of  the  Mint,''  who  worked  in  the 
govermnent  building,  but  contracted  to  do  their  work  for  a  stipulated 
price.  The  suppression  of  this  ancient  body  does  not  seem  to  have  been 
attended  with  advantage,  and,  on  the  whole,  I  incline  to  the  opinion  that 
it  would  be  better  to  entrust  the  business  of  coining  to  a  private  con- 
tractor, or  to  two  or  more  contractors.  There  is  too  little  work  to  be 
done  to  admit  of  many  competitors  in  the  trade ;  but  if  part  were 
entrosted  to  Messrs.  Heaton  and  Son,  and  part  to  a  London  firm,  there 
would  be  enough  oompetition  to  insure  the  adoption  of  the  latest  im- 
provements, both  in  the  machinery  and  in  the  processes  employed. 
Abeady,  it  has  been  found  necessary  to  call  in  the  assistance  of  Messrs. 
Heaton  and  Son  to  produce  a  great  number  of  silver  and  copper  coips, 
ot  rather  '*  blanks,"  for  the  actual  stamping  is  always  done  at  Tower 
Hill.  The  Bank  of  England  is  the  principal  channel  by  which  ooins  are 
iasned  to  the  public ;  and,  if  the  directors  were  free  to  obtain  them  wher- 
ever th^  chose,  they  would  of  course  require  the  manufacturers  to 
snhmit  to  the  trial  of  the  Pyx,  or  some  equally  satisfactory  test. 

i'  i^i  n  i;  A  a  \ 
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CHAPTER  II.— VALUE  OF  MONEY. 

QUAlirriTY  OF  MONET— AMOUNT  OF  BUSINESS  DONE— EFFICIENCY  OF 
CIRCULATION — ^PROPORTION  OF  COIN  TO  PAPER — SLOWNESS  OF  A 
CHANGE  OF  VALUE- PRICE  OF  BULLION— ACCESSIBILITY  OF  THE 
MINT — SEIGNIORAGE— PROHIBITION  OP  MELTING — ^PAYMENT  BY  TALE 
-INCONVERTIBLE  NOTES. 

The  value  of  gold,  as  of  all  other  oommoditiesi  depends  on  the  qosntitjr 
of  labour  required  to  produce  it ;  and  the  quantity  which  a  people  pos- 
sesses is  determined,  as  is  that  of  all  other  commodities,  hj  their  power 
of  producing  it  for  themselves  or  of  giving  other  things  in  exchange  for 
it.  A  certain  quantity  is  required  in  order  to  carry  on  the  exdumges 
effected  by  the  people,  and  a  class  arises  which  makes  it  its  special  bnsi- 
ness  to  supply  this  want.  There  can  never  be  any  reason  to  fear  that  a 
people  which  has  anything  to  give  in  exchange  for  it  can  be  permanently 
in  want  of  gold,  any  more  than  that  it  can  be  in  want  of  cloth,  of  wood, 
or  any  other  commodity ;  for  the  private  interests  of  those  persons  who, 
whether  natives,  or  foreigners,  are  in  possession  of  gold  nunes,  and  of  the 
means  of  working  them,  wUl  induce  them  to  bring  their  gold  to  market 
And  exchange  it  for  the  products  of  those  who  want  it ;  and  the  gold 
miners  themselves  must  feel  the  want  of  food,  clothing,  and  other  things 
which  gold  itself  cannot  furnish  them.  Nothing  can  be  more  foolish 
than  for  a  government  to  endeavour  (for  it  cannot  do  more  than  endea- 
vour) to  prevent  the  export  of  gold  from  a  country,  or  to  encourage  its 
importation.  Such  attempts  have  been  made  in  order  to  increase  the 
wealth  of  the  country;  but,  even  if  they  were  successful,  they  could  in 
no  way  increase  wealth,  for  no  want  would  be  satisfied  which  was  not 
satisfied  abrea^y ;  and  .as  the  quantity  of  labour  exerted  by  the  people 
would  remain  the  same,  the  value  of  its  total  produce  would  remain 
the  same  also ;  and,  if  more  money  were  used  to  exchange  it,  it  would  be 
evident  that  money  itself  had  fallen  in  value.  Locke  attempted  to 
estimate  die  quantity  of  money  which  a  people  requires,  and  took  as  one 
of  the  elements  of  his  calculation  the  rate  of  wages,  contending  that 
there  ought  to  be  enough  money  at  any  one  time  to  pay  one  week's 
wages  to  all  the  labourers  in  the  country.  Suppose  that  tins  sum  were 
100,000,000f.,  but  that  the  Government  could  compel  people  to  use 
200,000,000  i.;the  consequence  would  simply  be  that  money  would  be 
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rednoed  to  half  its  yalae.  This  is  exemplified  when  a  Ooyemment  issues 
notes  which  profess  to  represent  sums  of  monej^  but  which  cannot  be 
exdnnged  for  coin  at  the  pleasure  of  the  holders,  and  compels  its  sub- 
jects to  receive  them  in  payment  of  all  debts.  So  long  as  the  Ooyem- 
ment confines  its  issues  to  the  amount  of  the  coin  which  was  formerly 
used  by  the  people,  no  change  takes  place  in  the  rate  of  wages,  or  in  the 
prioes  of  commodities ;  but  when  it  attempts  to  force  a  larger  quantity 
of  notes  into  circulation,  the  notes  become  depreciated  in  proportion  to 
the  excess ;  and  wages,  and  prices,  if  estimated  in  paper  are  proportionally 
raised.  Such  is  the  case  with  the  *' greenbacks,"  or  treasury-notcw 
iflBoed  by  the  Ooyemment  of  the  United  States,  which  are  now  depreci- 
ated to  the  extent  of  about  10  per  cent.,  and  which,  when  issued  in  larger 
qoantitios  during  the  civil  war  were  not  worth  more  than  half  of  the 
quantity  of  coin  which  they  professed  to  represent.  Similar  notes  were 
ianied  by  the  Ooyemment  of  the  Confederate  States,  during  the  same  war, 
with  such  reckless  profusion  that  they  fell  to  one-hundredth  part  of  the 
nine  of  the  same  nominal  sum  in  gold.  Such  &cts  have  often  been 
noticed,  both  in  our  own  day  and  in  former  times,  and  have  been  held  to 
erittUish  the  theory  that  the  value  of  money  varies  inversely  as  its 
qimtity.  Properly  understood,  the  theory  is  perfectly  accurate,  as  is 
dm  the  converse  proposition  that  the  quantity  of  money  varies  inversely 
as  its  vahie ;  but,  as  has  so  often  happened  with  the  generalisations  of 
PoKtical'  Economy,  the  theory  has  often  been  applied  to  actual  &ct6 
vitbout  regard  to  the  necessary  qualifications,  other  things  being  equal. 
If  two  persons  have  to  exchange  the  product  of  a  day's  labour  and  to  use 
money  in  the  transaction,  it  is  clear  that  if  two  grammes  of  the  metal 
employed  are  worth  a  day's  labour,  twice  as  much  metal  will  be  used  as  if 
one  gramme  were  worth  a  day's  labour.  Two  grammes  will  be  required 
becanae  they  are  worth  the  article,  and  two  grammes  will  be  worth  the 
aitide  becaose  they  are  worth  the  same  quantity  of  labour.  But  when  from 
anindividnal  case  we  proceed  to  generalise  respecting  the  requirements  of 
a  {x^oos  country  we  must  bear  in  mind  that  there  are  many  circum- 
ataiiees  which  may  a£fect  the  result,  although  by  no  means  inconsistent 
iriUi  the  theory.  These  circumstances  are,  mainly,  three :  the  amount  of 
luBDKBB  done,  the  efficiency  of  circulation,  and  the  proportion  which 
bank  notes  and  other  forms  of  paper  credit  bear  to  the  quantity  of  coin 
in  tke  country.    I  proceed  to  examine  these  in  detail. 

If  the  same  people  have  a  greater  quantity  of  business  to  transact  at 
one  time  than  at  another,  they  will  require  a  greater  quantity  of  money 
ibr  the  purpose,  even  if  its  value  remains  constant.  This  is  so  obvious 
that  it  woidd  seem  hardly  necessary  to  insist  on  it  here,  and  yet  it  has 
been  Tepoatedly  ignored  by  writers  on  the  currency.     The  returns 
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published  by  the  Bank  of  England  show  that  the  amonnt  of  its  notes 
which  are  in  circulation  is  constantly  varying,  and  is  generally  larger  in 
those  months  in  which  the  dividends  on  the  public  funds  are  paid 
than  in  other  parts  of  the  year,  and  these  augmentations  have  be^ 
gravely  spoken  of  as  producing  a  fall  in  the  value,  not  only  of  Bank  of 
England  notes,  but  of  those  of  other  banks,  and  of  coin.  The  £act  is,  as 
is  well  known  to  all  persons  who  are  engaged  in  business*,  that  much 
more  business  is  done  at  these  periods  than  in  the  intervening  months. 
Not  only  are  the  dividends  paid  on  the  public  fdnds,  but  railway  and 
other  companies  pay  the  dividends  on  their  shares  and  debentures; 
foreign  Governments  pay  the  interest  due  to  English  holders  of  foreign 
stocks;  a  large  number  of  commercial  bill^  M  due,  and  the  richer 
classes  choose  the  same  time  to  pay  their  tradesmen's  quarterly  bills.  To 
effect  all  these  payments  a  larger  quantity  of  money  is  required,  and  the 
mere  fact  that  it  is  used  in  one  month  rather  than  another  has,  and  can 
have,  no  effect  on  its  value.  The  returns  of  the  Scotch  and  Irish  banks 
show  similar  fluctuations  in  the  amount  of  theif  issues,  and  these  occur 
in  the  same  order  year  after  year,  and  correspond  with  the  known  fluctua- 
tions in  the  trade  of  the  country,  the  amount  rising  at  those  times  when 
more  produce  is  sent  to  market,  and  falling  when  the  contrary  is  the 
case.  In  all  such  cases  the  increase  in  the  quantity  of  money  is  the 
consequence  of  the  increase  in  the  value  of  the  commodities  exchanged, 
and  affords  no  proof  that  the  value  of  money  has  Men. 

Even  where  there  is  the  same  amount  of  business  to  transact,  a  change 
may  take  place  in  the  habits  of  the  people  which  may  enable  them  to 
perform  it  with  a  smaller  quantity  of  money.  The  circulation  may  be 
rendered  more  efficient,  or,  in  other  words,  a  coin  may  change  hands 
more  firequently  while  performing  the  same  amount  of  business.  As  the 
function  of  coin  is  to  circulate  from  hand  to  hand,  it  does  its  work 
better  in  proportion  to  the  frequency  with  which  it  changes  hands ;  and, 
other  things  being  equal,  any  change  which  should  have  the  effect  of 
increasing  the  efficiency  of  its  circulation  would  be  an  improvement. 
Locke,  as  before  observed,  argued  that .  there  ought  to  be  sufficient  coin 
in  the  country  to  pay  one  week's  wages  to  all  the  labourers.  This  is,  of 
course,  assuming  that  wages  are  paid  weekly,  in  which  case,  as  he  justly 
observes,  the  coins  must  be  either  in  the  hands  of  the  labourers  them- 
selves or  of  their  employers.  If  all  the  labourers  receive  their  wages  in 
coin  on  the  same  day  of  the  week,  the  payment  cannot  be  effected  with 
less  than  the  whole  amount  of  their  wages.  During  the  remainder  of 
the  week  the  coins  are  gradually  passing  from  the  hands  of  the  labourers 
to  those  of  the  tradesmen  with  whom  they  deal,  and  from  the  tradesmen 
back  to  the  employers;  and  if  every  labourer  spent  the  whole  of  his 
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wages  10  the  week,  the  coins  might  suffice  for  the  doable  purpose  of 
pajing  and  of  spending  their  wages.  But  if  it  became  customary  to  poy 
wages  daily,  one-sixth  of  the  quantity  of  coin  might  suffice  for  the  work. 
The  rate  of  wages  being  the  same  as  the  coin  received  on  Monday  might 
find  its  way  back  to  the  employers  in  time  to  pay  the  wages  on  Tuesday, 
and  thus  the  efficiency  of  the  circulation  would  be  increased*  I  do  not 
say  that  such  a  change  is  desirable,  for  there  are  other  circumstances  to 
be  taken  into  consideration,  as,  e.g,,  the  greater  quantity  of  labour  which 
would  be  necessary  to  eflFect  such  frequent  payments,  but  merely  give  it 
as  an  example  of  the  way  in  which  an  economy  of  coin  may  be  effected. 
In  collieries  and  other  mines  it  is  a  conmion  practice  to  pay  wages  once 
a  fortnight^  and  even  as  seldom  as  once  a  month ;  and  the  system  has 
been  objected  to  on  the  ground  that  it  compels  the  workmen  to  resort 
to  the  use  of  credit,  while  it  is  defended  by  the  employers  on  the  ground 
that,  as  the  men  always  get  drunk  on  p»y  day,  the  fewer  there  are  of 
SQch  days  the  better.  If,  however,  the  attention  which  has  been  directed 
to  the  evils  of  the  system  should  produce  its  abolition,  some,  though 
perhaps  a  alight,  economy,  will  be  effected  in  the  use  of  coin. 

The  most  important  change  in  the  habits  of  a  people  which  can  effect 
a  change  in  the  quantity  of  coin  used,  when  coin  itself  has  not  altered  in 
value,  is  an  extension  or  diminution  of  the  use  of  paper  currency  in  its 
various  forms.  In  every  civilized  country  a  large  portion  of  business  is 
transacted  by  means  of  bank  notes,  cheques,  bills,  and  other  pieces  of 
paper,  which  merely  represent  a  certain  quantity  of  coin.  If  a  people, 
which  has  been  accustomed  to  effect  all  payments  by  means  of  coin, 
should  suddenly  introduce  a  quantity  of  not^  of  an  amount  equivalent 
to  the  whole  of  the  coin  previously  in  use,  they  can  dispense  with  coin 
for  all  payments  amongst  themselves,  although  some  may  be  required  to 
l^aj  debts  to  foreigners,  and  they  can  thus  save  nearly  the  whole  of  the 
coin  which  they  formerly  required.  Such  a  change  cannot  be  suddenly 
effected,  except  by  the  conmiand  of  a  Government  which  compels  all  its 
subjects  to  receive  its  own  notes,  or  those  of  some  &voured  bank  in  all 
bosmess  transactions ;  and  a  Government  is  then  said  to  estabh'sh  a 
forced  currency.  But  such  a  change  may  be  gradually  brought  about 
bj  the  increase  of  banking  without  any  interference  of  the  (Government ; 
^d  Scotland  affords  an  instance  of  a  country  in  which  all  payments  are 
effected  in  bank  notes,  except  those  which  are  of  a  smaller  amount  than 
^of. ;  and  the  only  reason  why  they  are  not  used  for  smaller  payments 
is,  that  thai  amount  has  been  fixed  by  law  as  the  smallest  for  which  a 
note  can  be  issued.  In  England  no  notes  may  be  issued  for  smaller  sums 
than  125f.,  and  this  is  also  considered  as  the  smallest  sum  for  which 
cheques  should  be  frequently  drawn  ;  but  as  there  is  no  legal  limit  in 
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their  case^  smaller  cheqneB  are  occaaionallj  used.  As  the  stamp  tax  is  the 
same  oa  all  cheques,  whatever  their  amount,  the  law  rirtually  discourages 
small  cheques^  although  it  does  not  absolutely  forbid  them.  A  great 
extension  has  been  given  of  late  years  to  the  use  of  cheques  in  this 
country,  but  since  the  passing  of  the  Bank  Act  in  1844  there  has  been 
no  increase  in  the  quantity  of  bank  notes  which  has  not  been 
accompanied  by  an  equal  increase  in  the  reserve  of  coin  held  by  the 
banks  which  issue  them.  Although,  therefore,  there  has  been  an  acfciud 
increase  in  the  amount  of  notes  in  circulation,  there  has  not  arisen  from 
this  cause  any  change  in  the  proportion  of  coin  to  paper. 

On  the  other  hand,  other  causes  have  been  at  work  which  have  tended 
to  increase  the  use  of  coin.  One  of  these  has  been  the  growth  of  co- 
operative societies,  which  almost  always  require  ready-money  payment, 
and  therefore  require  that  large  quantities  of  coin  should  be  used,  while 
if  similar  articles  are  purchased  at  ordinary  shops,  and  paid  for  at  the 
end  of  the  quarter  or  the  year,  the  payments  are  more  usually  effected 
by  means  of  notes  and  cheques.  Thus,  while  I  have  said  that  the 
fi*equent  payment  of  wages  diminishes  the  quantity  of  coin  required  in  a 
country,  I  contend  that  the  frequent  payment  of  tradesmen  by  their 
customers  increases  the  use  of  coin.  This  may  seem  inconsistent,  but  it 
must  be  remembered  that  I  have  assumed  that  quarterly,  or  annual,  bills 
wocdd  be  large  enough  to  require  notes  or  cheques  to  be  used  in  paying 
them,  while  I  have  assumed  that  a  week's  wages  are  too  small  a  som  to 
be  paid  otherwise  than  in  coin.  If  a  coUier's  wages  are  as  high  as  125f. 
a  month,  less  coin  would  be  required  to  pay  his  wages  monthly  than 
fortnightly,  because,  in  the  former  case,  bank  notes  could  be  used,  and 
in  the  latter  they  could  not.  A  system  has  been  in  use  for  centuries  of 
paying  the  labourers  engaged  in  mines  not  in  coin,  but  in  goods,  or  in 
tickets,  which  can  only  be  exchanged  for  goods  or  money  at  certain  shops. 
Many  Acts  of  Parliament  have  been  passed  at  different  periods,  from  the 
reign  of  Edward  the  Fourth  down  to  that  of  Queen  Victoria  for  the 
purpose  of  suppressing  this,  which  is  known  as  the  "truck"  system,  as 
it  is  considered  to  be  very  injurious  to  the  labourers  themselves.  It  is 
obvious  that  if  a  labom*er  is  obliged  to  deal  with  a  particular  shop  for 
.  all  that  he  requires,  he  is  in  a  great  measure  at  the  mercy  of  the  shopman ; 
and  there  is  abundant  evidence  to  show  that  the  labourers  who  are  in 
this  position  are  abominably  cheated,  both  as  regards  the  quality  and 
the  quantity  of  the  goods  which  they  purchase.  To  save  them  from 
such  an^  imposition  is,  no  doubt,  highly  desirable,  but  even  if  the  Mines 
Begulation  Act  of  1872  should  have  the  effect,  which  no  previoos  Act 
of  the  same  kind  has  yet  had,  of  abolishing  the  "  truck  "  system  in  all 
its  forms,  it  may  be  doubted  whether  the  labourers  who  now  soSer  from 


Digitized  by  VjOOQIC 


8L0WKS88  OF  A  CHAKGB  OF  VALUE.  275 

it  will  be  materiaDy  benefitted.  The  plan  at  present  pnrsaed  bj 
employeiB  who  keep  np  a  fonn  of  track  is  to  advanoe  to  the  labonrers  a 
portion  of  their  wages  before  pay-day,  and  to  advanoe  it  in  the  form  of 
tickets,  which  can  only  be  exchanged  for  goods  at  a  store  which  is  kept 
by  the  employer,  or  by  his  agent.  When  pay-day  arfiyes,  the  man 
reoeiTes  his  wages  in  coin ;  bat  as  he  receives  them  he  is  obliged  to 
redeem  the  tickets  which  he  has  formerly  received ;  so  that  he  may,  in 
&ct,  carry  away  a  very  small  portion  of  his  wages,  or,  indeed,  none  at 
alL  Thos,  the  caose  which  compels  the  men  to  sabmit  to  the  system  is 
their  want  of  a  sufficient  stock  of  money  to  enable  them  to  obtain  what 
they  want  daring  the  three,  four,  or  five  weeks  which  may  elapse  before 
pay-day  arrives.  Even  if  trade  be  abolished,  yet,  if  pay-day  comes  no 
oftener,  there  wiU  still  be  many  men  who  will  be  forced  to  obtain  credit 
from  the  local  shops ;  and  when  they  are  once  in  debt  they  will  be 
virtoally  obliged  to  deal  at  the  same  shop,  and  will  be  as  mnch  exposed 
to  imposition  as  at  present.  What,  however,  concerns  us  here  is,  to 
observe  that  the  *'  track  "  system  has  already  been  discontinaed  in  many 
places,  and  that  its  discontinnance,  thongh  on  the  whole  beneficial,  tends 
to  the  employment  of  a  larger  qaantity  of  coin. 

The  several  caases  above  enamerated  have  been  tending  in  opposite 
directions  to  increase  and  diminish  the  qaantity  of  coin  in  use  in  this 
ooontry.  On  the  whole,  the  preponderance  has  probably  been  in  &voar 
of  an  increase  in  the  qaantity  of  coin,  conseqnent  on  the  great  increase 
of  bnsinesB  which  has  taken  place  daring  the  last  quarter  of  a  centary. 
Bat  even  if  these  caases  had  not  been  in  operation,  or  had  operated  in 
opposite  directions,  and  had  nentralised  one  another,  there  would  still 
have  been  an  increase,  because  the  value  of  the  precious  metals  has  Men 
since  1850.  I  have  endeavoured  to  show  that  there  has  been  a  rise  of 
about  one-third  in  the  average  rate  of  wages,  and  this  must  have  pro- 
duced a  proportional  increase  in  the  prices  of  the  commodities  bought 
and  sold  in  the  country,  and  this,  in  turn,  an  increase  of  the  nominal 
amount  of  money  used  to  pay  for  them.  Indeed,  unless  some  means 
are  devised  of  substituting  credit  for  coin,  or  of  increasing  the  efficiency 
of  the  circalation  of  coin,  the  prices  of  all  commodities  cannot  rise  unless 
the  qaantity  of  coin  be  increased.  If  higher  prices  cannot  be  paid 
except  in  coin,  and  if  there  is  no  more  coin  to  pay  them  with,  it  is  evident 
that  higher  prices  cannot  be  maintained.  Hence  the  slowness  of  the  fall 
in  the  value  of  the  precious  metals  which  is  now  taking  place.  Mr. 
Jevons,  in  the  paper  before  referred  to,  estimates  the  total  quantity  of 
gold,  silver,  and  copper  coin  in  the  United  Kingdom  as  rather  under  two 
and  a  half  milliards  of  francs,  and  if  wages  should  rise  to  the  extent  of 
another  third,  as  I  have  given  my  reasons  for  anticipating,  a  further  sum 
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of  eight  hundred  millionB  will  be  required  for  our  currency.  This  sum  is 
less  than^at  which  we  import  on  an  average  every  year,  and  if  we  did 
not  export  it  again,  one  year  would  be  sufficient  to  effect  a  proportionate 
change  in  the  value  of  money.  '  But  we  cannot  retain  what  we  receivey 
because  as  soon  as  a  slight  rise  'of  prices  is  perceived*  in  England  it 
immediately  becomes  profitable  to  import  commodities  from  foreign 
countries,  and  to  export  gold  and  silver  to  pay  for  them,  so  that  England 
is,  in  fact,  obliged  to  act  as  a  feeder  for  the  rest  of  the  world.  A  few 
months  sufficed  to  effect  a  four-fold  rise  of  wages  and  prices  in  Australia 
and  California,  because  those  countries  only  contained  a  few  thoufiand 
inhabitants,  and  the  limited  quantity  of  coin  which  their  trade  required 
could  very  soon  be  produced.  Those  who  were  actually  engaged  in  gold 
mining  could  at  once  obtain  higher  money-wages  in  proportion  to  the 
quantity  of  gold  which  they  produced,  and  other  classes  could  soon  obtain 
a  proportionate  rise  by  engaging  in  mining  themselves,  or  by  demanding 
a  rise  if  they  remained  at  their  former  occupations.  But  although  the 
gold  discoveries  did  produce  a  considerable  emigration  from  Euroi)e  to 
the  gold  countries,  they  did  not,  and  could  not,  produce  such  an  extensiTe 
exodus  of  labourers  as  to  bring  wages  to  the  same  level  at  both  extremi- 
ties of  the  world.  In  spite  of  all  that  has  been  said  and  written  about 
the  superior  position  which  a  working  man  can  obtain  by  emigration, 
the  fact  remains  that  a  man  is,  of  all  commodities,  the  most  difficult  to 
move,  and  the  number  of  emigrants  still  bears  but  a  small  proportion 
to  the  population  of  the  countries  which  they  leave.  The  whole  quantity 
of  gold  produced  in  the  world  during  the  period  1848-71  was  twelve 
and  a  half  milliard  while  the  whole  stock  previously  in  existence  has 
been  estimated  at  fourteen  milliards,  so  that  it  has  been  nearly  doubled 
during  that  period.  This  shows,  either  that  the  absorption  has  been 
much  more  than  in  proportion  to  the  change  in  its  value,  or  that 
the  estimate  of  the  previously  existing  stock  was  too  low.  But  the 
change,  however  slow,  is  still  continuing,  and  will  not  cease  until  the 
value  of  gold  and  silver  shall  have  fallen  in  proportion  to  the  diminution 
in  their  course  of  production. 

Hitherto  I  have  spoken  of  the  changes  in  the  value  of  money  which 
are  co-incident  with  similar  changes  in  the  value  of  bullion,  having  their 
origin  in  the  difficulty  of  producing  the  metals  themselves.  I  have  now 
to  speak  of  those  slighter  variations  which  may  affect  the  value  of 
money  without  affecting  that  of  bullion,  or  may  affect  that  of  bullion 
but  not  that  of  money.  The  proportion  which  the  values  of  coin  and 
bullion  bear  to  each  other  is  shown  by  the  price  of  bullion,  and  if  this 
price  varies,  it  shows  either  that  the  value  of  coin  has  altered  while  that 
of  bullion  has  remained  constant,  or  that  that  of  bullion  has  altered  while. 
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that  of  coin  has  remained  constant,  or  that  both  have  altered  in  different 
proportions.  That  the  price  of  silver  measured  in  gold,  or  the  price  of 
gold  measored  in  silver,  should  vary  &om  time  to  time  can  excite  no 
nuprise,  for  the  cost  of  producing  each  of  these  metals  is  liable  to  vary, 
and  there  is  no  reason  why  the  variations  should  take  place  in  both  cases 
to  the  same  extent^  or  even  in  the  same  direction.  But  the  case  which 
I  am  here  considering  is  that  of  a  metal  whose  price  is  measured  in  coins 
made  of  the  same  metal,  and  in  such  a  case  it  is  clear  that  both  the  coin 
and  the  bullion  must  be  equally  affected  by  all  changes  in  the  cost  of 
production.  As  was  before  observed,  a  coin  is  a  piece  of  metal  which 
has  a  stamp  impressed  on  it  to  denote  its  weight  and  fineness,  and  the 
statement  that  a  kilogramme  of  gold  is  worth  8,100f.  is  but  one  way  of 
saying  that  8,100f.  weigh  a  kilogramme.  There  could,  in  fact,  be  no 
flnetnations  in  the  price  of  buUion  if  there  were  no  obstacles  to  prevent 
haOion  from  being  instantaneously  converted  into  coin  whenever  this 
mus  desired,  or  to  prevent  coin  from  being  as  speedily  converted  into 
mgots.  If  the  holder  of  a  kilogramme  of  gold  900  fine  could  at  any 
moment  take  it  to  the  Mint,  and  at  once  receive  d,100f.  in  exchange  for 
it,  no  one  would  seU  a  kilogramme  of  gold  for  any  smaller  sum  of 
money  If,  on  the  other  hand,  the  gold  coins  which  represent  the  sum 
of  S,100fl  weighed  exactly  a  kilogramme,  and  were  all  900  fine,  no  one 
would  give  that  sum  for  any  smaller  weight  of  bar  gold  of  equal  fineness 
than  a  kilc^ramme  when  he  could  obtain  that  weight  by  simply  melting 
down  the  coins.  In  practice,  however,  this  perfect  equality  is  very 
rarely  realised ;  and  I  have  now  to  give  in  detail  the  various  circum- 
stances which  prevent,  or  may  prevent,  its  attainment. 

Even  when  the  Government  undertakes  to  coin  bullion  for  its  subjects 
free  of  charge,  it  can  hardly  avoid  interposing  some  delay  between  the 
receipt  of  the  bullion  and  the  issue  of  the  coins  to  the  person  who  has 
brought  it.  The  English  Government  promises  to  give  gold  coin  to  every 
one  who  brings  bullion  to  the  Mint,  and  to  make  no  charge  for  its 
trouble ;  or,  in  other  words,  to  return  the  same  weight  in  gold  coin  which 
it  has  received  in  bullion,  but,  in  practice,  gold  is  scarcely  ever  sent  to 
the  Mint  except  by  the  Bank  of  England ;  and  the  holders  of  bullion  are 
content  to  take  it  to  the  Bank,  and  to  receive  immediate  payment  of  a 
somewhat  smaller  sum  in  bank  notes  than  they  might  obtain  in  coin 
from  the  Mint.  Colonel  Tomlin  is,  I  believe,  tiie  oply  private  individ- 
ual who  has  sent  gold  to  be  coined  at  the  Mint  for  many  years  past ;  and 
he  did  so,  not  as  a  matter  of  business,  but  in  order  to  establish  a  prin- 
ciple. The  Mint  requires  twenty  days  for  the  process  of  coining,  and 
those  who  take  bullion  there  must  submit  to  this  delay  before  they 
receive  their  money ;  and  this  is  equivalent  to  a  loss  of  the  interest^ 
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which  they  might  obtain  if  their  property  were  not  locked  np  daring  that 
time ;  and  this  fdmiBhes  an  inducement  to  the  bullion-dealers  to  repair 
to  the  Bank  of  England,  where  they  can  obtain  prompt  payment,  rather 
than  to  the  Mint.  Mr.  Seyd,  in  a  pamphlet*  published  in  1868,  has 
called  attention  to  various  other  circumstances  which  deter  the  bullion- 
dealers  from  sending  gold  to  the  Mint,  such  as  the  inconyenient  situation 
of  the  building,  which  is  at  some  distance  from  the  business  quarter  of 
the  city,  and  the  regulations  as  to  the  weighing  of  the  ingots,  their  size 
and  shape,  and  other  matters  which  need  not  be  specified  here.  The 
result  of  the  whole  is,  that  gold  is  always  sent  to  the  Bank  of  England, 
which  institution  has  been,  since  the  passing  of  the  Bank  Act  in  1844, 
obliged  to  buy  bullion  from  all  who  choose  to  bring  it  at  the  rate  of 
£3  17s.  9d.  per  ounce  troy,  British  standard,  or  917  fine.  The  Bank 
sends  the  bullion  which  it  buys  to  the  Mint,  and  receives  coin  at  the  rate 
of  £8  178.  lO^d.  per  oz.,  or,  in  other  words,  receives  an  equal  weight  in 
coin  to  what  it  has  sent  in  bullion,  so  that  the  Mint,  which  is  a  State 
institution,  performs  its  labour  gratis,  while  the  Bank,  which  is  a  private 
company,  makes  a  profit  on  the  transaction.  Beduoed  to  French  weights 
and  French  money,  the  Mint  price  of  gold  is  8,100f.  per  kilogramme, 
900  fine,  and  the  Bank  price  8,095f.,  or  a  few  centimes  less.  As  coin  is 
more  convenient  than  bullion  for  the  purpose  of  paying  debts,  the  holders 
of  bullion  are  generally  willing  to  seU  it  to  the  bank  at  the  above-men- 
tioned rate,  although  they  then  receive  a  smaller  weight  of  g(dd  in 
exchange  for  a  larger  one ;  but  it  sometimes  happens  that  large  quantities 
of  bullion  are  required  for  foreign  remittance,  and  at  such  times  the 
price  of  bullion  rises  above  the  rate  fixed  by  the  Bank,  and  varies  be- 
tween that  rate  and  that  of  8,100f.  a  kilogramme.  Beyond  this  latter 
point  it  cannot  rise,  because  any  one  who  holds  8,100t  in  coin  can 
obtain  a  bar  of  gold  weighing  a  kilogramme  by  simply  melting  them 
down;  but  between  these  two  points  slight  fluctuations  may  and  do 
occur.  It  is  hardly  necessary  to  say  that  at  such  periods  little  or  no  gold 
is  taken  to  the  bank,  which  never  alters  its  terms. 

One  of  the  inconveniences  mentioned  by  Mr.  Seyd  as  attendant  on 
the  Mint,  is  its  situation  at  a  distance  from  the  business  quarter  of  the 
city,  and  he  suggests  that  another  building  should  be  established  in  a 
more  suitable  locality.  But  the  inconvenience  here  referred  to  is  as 
nothing  when  compared  with  that  to  which  the  people  of  Australia 
were  exposed  when  gold  was  first  discovered  there.  As  it  was  not  pre- 
vioosly  known  that  gold  could  be  found  there  in  large  quantities,  no 

Mint  had  been  established  there,  and  the  nuggets  could  not  be  converted 

• 
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into  coin  until  they  had  been  sent  to  the  other  end  of  the  world, 
Australia  being  a  dependency  of  Great  Britain.  Several  months  were 
respired  for  the  transmission  of  the  baUion  and  the  spede,  and  during 
this  interval  Anatralia  presented  the  corions  anomaly  that,  while  gold 
was  plentifdl,  gold  coin  was  scarce.  Oold  had  fallen  in  value,  bat  the 
gold  coins  were  wanting  which  could  pay  the  higher  prices;  and  to 
remedy  the  inconvenience  thus  occasioned,  the  newly-constituted  Par< 
liament  of  South  Australia  passed  an  Act  authorising  the  banks  to  issue 
notes  in  exchange  for  the  deposit  of  bullion.  These  notes  were,  of 
oonne,  expressed  in  coin,  but  might  be  redeemed  in  bullion;  and  such 
was  the  scarcity  of  coin,  that  persons  who  brought  an  ounce  of  bullion 
to  a  bank  were  willing  to  accept  in  exchange  notes  to  so  small  an 
amoont  as  £8,  or  even  less.  So  remarkable  a  discrepancy  between  the 
prices  paid  for  gold  in  Australia  and  England  (where  it  was  then,  as 
now,  £8  17s.  9d.  per  02.),  could  not  &il  to  attract  public  attention, 
and  it  was  r^arded  by  some  mercantile  men  as  showing  that  the  gold 
discoveries  were  making  gold  cheap,  ii^  the  sense  of  reducing  the  price 
of  bullion.  The  discoveries  did  make  gold  cheap,  for  they  caused  it  to 
lose  much  of  its  power  of  commanding  labour,  but  it  was  merely  an 
Boddent  that  they  had  the  effect  of  lowering  its  price.  The  cheapness 
or  deamesB  of  gold  in  no  way  affects  its  price  when  measured  in  itself, 
any  more  than  the  cheapness  or  deamess  of  wheat  affects  the  quantity 
of  flour  to  be  used  in  making  a  quartern  loaf.  The  &I1  in  the  market 
prioe  of  gold  bullion  was  merely  the  result  of  a  temporary  difficulty  in 
getting  gold  coined,  and  the*  phenomenon  ceased  as  soon  as  its  cause 
was  removed  by  the  transmission  of  a  large  quantity  of  coin  from  Eng- 
land  to  Aust^raUa.  Mr.  Newmarch,  in  a  pamphlet  which  he  published 
in  1858,  after  mentioning  the  prices  of  gold  bullion  in  Australia,  and 
the  rates  charged  for  conveying  it  to  England,  observed : — ^'Taking 
into  account  the  cost  of  insurance,  freight,  conmiission,  and  charges,  it 
is  very  doubtful  whether,  to  yield  a  profit,  gold  bullion  can  be  consigned 
from  Australia  to  London  at  a  higher  buying  price  than  67s«  to  68s.  per 
oz.  The  last  advices  give  the  price  as  77s.,  but  that  cannot  last."  *  If 
Mr.  Newmarch  meant  to  say  that  gold  would  not  be  exported  from 
Anstralia  to  England  unless  its  price  was  as  low  as  the  rate  which  he 
asgigns,  he  was  mistaken,  for  the  exportation  has  continued  ever  since, 
although  the  price  of  bullion  has  long  been  the  same  in  Australia  as  in 
England.  It  has  continued  because  Australia  required  English  com- 
modities, and  had  nothing  else  than  gold  to  exchange  for  them  on  such 
profitable  terms,  because  the  prices  of  commodities  were  lower  in  Eng- 

*  New  SappU(BS  of  OMf  p.  M. 
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land  than  those  which  mnst  have  been  charged  for  similar  commodities 
if  produced  in  Australia.  The  bullion-dealers  were  obliged  to  send 
gold  to  England  in  order  to  discharge  their  liabilities  in  this  conntry, 
and  whatever  the  freight  and  insorance  might  have  been,  it  would  still 
have  been  necessary  for  them  to  send  it.  So  far  is  it  from  being  fcnie 
that  77s.  an  oz.  was  too  high  a  price  to  last,  that  a  much  higher  price 
has  been  constantly  paid  for  many  years.  It  is  possible,  however,  that 
Mr.  Newmarch  merely  meant  that  a  margin  of  lOs.  an  oz.  most  be  left 
between  the  prices  of  ballion  in  Australia  and  England  in  order  to 
render  it  profitable  for  English  speculators  to  buy  bullion  in  Australia 
and  send  out  coin  in  exchange,  and  with  such  a  proposition  I  have  no 
wish  to  quarrel.  Mints  have  now  been  established  at  Sidney  and  Mel- 
bourne, and  are  sufficiently  accessible  to  the  gold  miners  of  New  South 
Wales  and  Victoria  to  prevent  any  wide  deviation  &om  the  Mint  price 
from  occurring;  but  Mr.  Kennedy  mentions  in  his  ''Four  Tears  in 
Queensland,"  that  in  1866,  when  gold  was  first  discovered  in  that 
colony,  it  was  sold  at  the  diggings  for  as  low  a  price  as  £8  8s.  the  oz. 
This  would  show  that  the  Mint  of  Sidney  was  then  as  inaccessible  to 
Queensland  as  London  formerly  was  to  New  South  Wales,  unless,  in- 
deed, the  gold  was  of  very  inferior  quality ;  and  Mr.  Kennedy  does  not 
specify  the  fineness.  It  must  always  be  borne  in  mind  that,  when  the 
Mint  price  of  gold  is  spoken  of,  gold  of  a  certain  fineness  is  always 
referred  to;  and  when  Mr.  TroUope,  in  his  account  of  '^  Australia  and 
New  Zealand,"  speaks  of  the  price  as  varying  between  jB8  15s.  and 
£4  2s.  an  oz.,  he  obviously  refers  to  gold  of  different  qualities,  as  the 
latter  price  could  only  be  paid  for  gold  much  finer  than  the  British 
standard.  As  before  observed,  an  ounce  of  standard  gold  is  coined  into 
no  more  than  £8  17&  10^.,  and  a  holder  of  J&4  2s.  in  coin  could 
obtain  much  more  than  an  ounce  of  bullion  by  melting  down  the  coins. 
The  Mint  may  be  ready  to  coin  all  the  bullion  which  is  brought  to 
it  and  yet,  those  who  bring  bullion  may  not  receive  back  as  much 
as  they  have  brought,,  but  something  may  be  deducted  for  the  benefit 
of  the  Government.  To  this  deduction  the  name  of  '^seigniorage*' 
ifl  commonly  applied.  Strictly  speaking,  perhaps,  this  name  should  only 
be  applied  to  a  tax  levied  by  the  Qovemment  on  the  bullion  over 
and  above  the  expense  of  coining,  and  the  name  of  '^  Brassage,"  or 
"Mintage,"  should  be  given  to  the  charge  which  is  merely  equivalent  to 
the  expense  of  coining ;  but  it  is  more  common  to  comprise  under  the 
same  name  all  deductions  made  by  the  Government,  whatever  be  their 
reason.  In  England,  the  Government  charges  nothing  for  coining  gold, 
but  in  France  a  charge  is  made  of  6f.  70c.  for  every  kilogramme  (900  fine) 
so  that  those  who  bring  ballion  receive  only  8,098£  80c.  per  kilo.    This 
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is  ihe  aotaal  price  which  the  Gh)Yenunent  pajB  to  the  Directors  of  the 
Mint  tor  ooining,  so  that  the  French  Qoveminent  does  not  make  any 
profit  by  the  transaction.  The  Bank  of  France,  though  not  legally 
compelled  to  do  so,  bnys  bullion  from  the  public  at  the  same  rate  as  that 
paid  by  the  Mint,  and  we  may  say  that  the  price  of  bullion  in  France 
is  S,09df.  80c.  the  kilo.  Thus  here  again  there  is  a  di£ference  between 
the  yafaiea  of  the  same  quantity  of  gold  when  in  the  shape  of  coin  and 
in  the  shape  of  bars,  because  coin  is  more  convenient  than  ingots  to  all. 
those  who  have  payments  to  make,  and  as  more  labour  has  been  expended 
on  the  coins,  their  value  is  proportionally  greater  than  that  of  the 
ingots. 

The  discussions  which  have  recently  taken  place  concerning  the  proposal 
to  levy  a  seigniorage  on  the  gold  coin  of  this  country  have  disclosed  the 
ftct  that  many  persons  are  unable  to  understand  that  its  imposition  would 
have  the  effect  of  increasing  the  value  of  the  coin.  Although  all  Econo- 
mistB  who  have  treated  of  the  question,  from  Adam  Smith  to  Mill,  have 
maintained  that  it  would  have  this  effect,  yet  many  persons  imagine  that  the 
Talne  of  a  coin  depends  solely  on  the  weight  and  fineness  of  the  metal 
which  it  contains.  Even  Mr.  Bonamy  Price  (in  an  article  in  Fraser's 
Hagasine,  in  November,  1871)  speaks  contemptuously  of  Mr.  Lowe 
heooming  the  mouthpiece  of  certain  people  who  suppose  that  the  law  can 
giTe  the  value  of  twenty  shillings  to  that  which  does  not  possess  twenty 
flhiOingB'  worth  of  value.  The  proposal  which  gave  rise  to  the  discus- 
non  was  one  emanating  from  the  French  Government,  that  the  English 
sovereign  should  be  assimilated  to  the  twenty-five-franc  piece,  which  the 
French  Government  proposed  to  issue.  The  weight  of  the  present 
sovereign  is  7.988  grammes,  and  as  one-twelfbh  part  consists  of  alloy, 
the  quantity  of  fine  gold  is  7.828  grammes.  The  proposed  new  coin 
would  weigh  8.064  grammes,  but  as  one-tenth  would  consist  of  aUoy,  the 
fine  gold  will  be  only  7.258  grammes,  so  that  the  reduction  would  be, 
as  nearly  as  possible,  1  per  cent..  If  no  other  change  were  effected,  the 
valoeof  the  coin  would,  of  course,  be  reduced  to  the  extent  of  1  per  cent., 
and  the  inconvenience  which  would  be  caused  by  a  corresponding  altera- 
ti<m  in  all  existing  contracts  would,  no  doubt,  be  considerable.  But  it 
was  snggested  that  the  difficulty  might  be  got  over  by  imposing  a 
seigniorage  of  1  per  cent.,  so  that  the  value  of  the  sovereign  might  be  as 
much  raised  by  the  seigniorage  as  it  was  reduced  by  the  diminution  of 
the  gold  it  contained,  and  thus  remain  the  same  as  before.  The  common 
objection  is  that  this  cannot  be  done,  because  the  **  intrinsic  value  "  of 
the  com  would  be  reduced,  and  that  foreigners  would  not  receive  it  for 
more  than  its  "intrinsic  value."  This  phrase  is  a  misleading  one,  as  it 
itaqilies  that  the  value  of  gold  is  something  inherent  in  it,  like  the  yellow 
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ociowr,  or  the  metallic  lustre,  instead  of  being  the  oonfleqnenoe  of  ik 
amount  of  labour  expended  in  procuring  it.    If  it  be  onoe  reopgnised 
that  value  depends  on  labour,  we  see  that  a  coin  has  had  more  labour 
expended  upon  it  than  an  ingot,  and  that  it  will  consequently  exchange 
for  more  labour.    This  applies  only  to  the  case  where  a  govenmient 
charges  a  ^^  brassage  "  and  no  more  ;  but  if  a  government  undertakes  to 
coin  gratis,  and  instantaneously,  the  value  of  the  coin  would  not  be 
greater  than  an  equal  weight  of  ingots.    In  this  respect  there  is  no 
difference  between  gold  and  other  commodities,  for  if  the  Oovemment 
undertook  to  issue  boots  gratuitously  to  all  persons  who  brought  the 
necessary  quantity  of  leather,  there  would  be  no  difference  between 
the  value  of  a  pair  of  boots  and  that  of  an  equal  weight  of  leather. 
If,  on  the  other  hand,  the  government  were  to  levy  a  seignioFBge 
which  exceeded  the  cost  of  coining,  the  value  of  coin  would  exceed  that 
of  bullion  to  the  same  extent,  because  no  one  would  be  able  to  obtain 
coin  without  paying  the  seigniorage.    Though  the  actual  labour  expended 
on  J;he  coin  would  not  be  sufficient  to  produce  so  great  an  increase  in  its 
value,  yet  the  difficulty  of  procuring  coin  would  be  sufficient  for  the 
purpose,  since  a  person  who  required  99  sovereigns  could  only  obtain 
them  at  the  Mint,  and  could  only  procure  them  there  by  giving  bullion 
enough  to  make  100  sovereigns.    As  coin  would  be  for  most  purposes 
more  useftil  than  bullion,  it  would  be  worth  while  for  people  to  give  a 
larger  weight  of  bullion  for  a  smaller  weight  of  coin  ;  and  the  market 
price  of  bullion  would  generally  conform  to  the  Mint  price,  since  no  one 
would  give  more  than  99  sovereigns  for  a  weight  of  bullion  less  than 
that  for  which  he  could  procure  99  sovereigns  at  the  Mint,  unless, 
indeed,  he  were  extremely  desirous  to  obtain  bullion  for  exportation 
abroad.    In  such  a  case  the  price  of  bullion  might  rise  to  any  point  not 
exceeding  that  which  would  induce  people  to  melt  down  the  coin.    It 
will  be  seen  that  this  argument  assumes  that  people  are  obliged  mther 
to  go  to  the  Mint  in  order  to  get  their  bullion  coined,  or  else  to  do 
without  coin  altogether ;  and  the  case  would  be  materially  altered  if 
private  persons  were  to  undertake  to  coin  bullion  and  not  to  chaiige 
more  than  their  actual  expenses.    Of  course,  if  the  English  Govemmeit 
were  to  levy  a  seigniorage  it  would  stiQ  prohibit  private  coining  as  it 
does  at  present ;  but  it  is  possible  to  impose  so  high  a  seigniorage  as  to 
induce  private  individuals  to  break  the  law,  and  where  tixis  is  done,  the 
value  of  the  coin  cannot  be  maintained  at  the  rate  which  the  Oovemment 
dictates.    A  very  high  seigniorage,  varying  from  10  to  16  per  cent.,  is 
charged  on  the  silver  coin,  but  there  is  no  temptation  to  private 
individuals  to  issue  silver  coins,  because  these  are  not  legal  tender  to  a 
larger  amount  than  50f.,  and  it  would  be  difficult  to  dispose  of  so  large 
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a  quantify  as  miiBt  be  made  in  order  to  yield  each  a  profit  as  would 
compenaate  the  risk  incarred  by  violating  the  law.  It  would  probably 
be  fonnd  impossible  to  levy  so  high  a  seigniorage  as  10  per  cent,  on  the 
gold  ooin,  which  are  legal  tender  to  any  amount^  bat  it  does  not  seem 
likely  that  a  gain  of  less  than  1  per  cent,  wonld  indace  peoj^e  to  break 
the  law  on  a  large  scale.  I  say  less  than  1  per  cent,  because  they  would 
have  to  bear  the  expense  of  coinings  which  may  be  reckoned  as  one-fifth 
per  cent.  Mr.  Seyd  does,  indeed,  maintain*  that  1  per  cent,  is  high 
enongfa  to  induce  private  individuals  to  break  the  law,  but  few  of  those 
who  have  considered  the  subject  will  be  inclined  to  agree  with  him. 
Perhaps  the  best  answer  to  Mr.  Seyd  is  afforded  by  the  fikot  that  a 
seigniorage  of  1  per  cent,  is  charged  in  Australia,  as  is  mentioned  by 
Mr.  Hendriks  in  his  evidence  before  the  International  Coinage  Gom- 
niiasion  (vol.  II.,  pp.  806-807)  without  giving  rise  to  private  coining. 

In  Older  to  restrict  the  fluctuations  of  the  price  of  bullion  within  as 
narrow  limits  as  possible,  it  has  been  proposed  that  the  Mint  or  the 
Bank  of  England  should  be  required  by  law  to  give  bullion  in  exchange 
for  coin  at  the  same  rate  as  the  Mint  gives  coin  for  bullion.  Thus,  if 
the  proposal  were  adopted,  the  Mint  would  give  £8  178.  10^.  for  an 
OS.  of  gold,  and  will  also  give  an  02.  of  bullion  for  £8  17s.  lO^d.  The 
coioJB  would  contain  1  per  cent,  less  gold  than  at  present,  but  the  holder 
could  always  obtain  an  os.  of  gold  by  going  to  the  Mint,  as  he  can  now 
do  by  mdting  down  the  coins,  and  there  would,  therefore,  be  the 
strongest  inducement  to  abstain  from  melting  them.  Perhaps  the  most 
oonyenient  plan  would  be  to  enact  that  the  Bank  of  England  should  sell 
bullion  at  £8  178.  10^.  the  oz.  and  buy  it  at  £8  178.  9d.  the  os.,  in 
which  case  the  limits  of  variation  would  be  the  same  as  at  present.  The 
latter  task  is  already  imposed  on  the  Bank,  and  the  former  is  voluntarily 
^dertaken  by  it.  It  might,  of  course,  occasionally  happen  that  the 
Bank  would  be  unable  to  produce  the  required  amount  of  bullion,  and 
the  price  (expressed  in  notes)  might  then  rise  higher  than  £8  17s.  10^. 
the  OK. ;  but  such  a  case  would  be  only  exceptional.  Adam  Smith,  and 
inany  other  authorities,  both  speculative  and  practical,  have,  from  time 
to  time,  urged  on  the  English  Government  the  necessity  of  imposing  a 
seigniorage  on  the  gold  coin  as  a  thing  desirable  in  itself,  without 
reference  to  the  advantages  to  be  derived  from  the  assimilation  of  the 
English  coinage  to  that  of  France  and  other  countries.  The  objections 
to  Buch  a  change  seem  to  result  from  little  more  than  the  prejudice 
Trhich  always  opposes  a  departure  fit>m  an  established  system.  Lord 
Liverpool,  in  his  exhaustive  work  on  the  coinage,  published  seventy 

*  Qoesftioii  ol  Seigniorage,  p.  84. 
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years  ago^  which  laid  down  the  principles  which  have  been  acted 
on  by  the  Government  since  1816,  observes: — ^**I  incline  to  think 
that  the  charge  of  fabrication  should  not  be  taken  from  those  coins, 
which  are  the  principal  measure  of  property  and  instniment  of  commerce ; 
and  still  leas  any  profit  derived  from  seigniorage  payable  to  the 
Sovereign.  Because  this  principal  measure  of  property  would  not,  in 
such  case^  be  perfect.  Because  the  merchants  of  foreign  nations,  who 
have  any  commercial  intercourse  with  this  country,  estimate  the 
value  of  our  coins  only  according  to  the  intrinsic  value  of  the  metal  that 
is  in  them ;  so  that  the  British  merchant  would,  in  such  case,  be 
forced  to  pay  in  his  exchanges  a  compensation  for  any  defect  which 
might  be  in  these  coins ;  and  he  must  necessarily  ^ther  raise  the  price  of 
all  merchandise  and  manufacture  sold  to  foreign  nations  in  proportion,  or 
submit  to  this  loss.  Because  no  such  charge  of  fabrication  has  been  taken 
at  the  British  Mint  for  nearly  a  century  and  a  half  past ;  and,  if  it  were 
now  to  be  taken,  the  weight  of  the  new  gold  coins  must  be  diminished  to 
pay  for  the  fabrication.  And,  lastly,  because  these  new  gold  coins  would 
either  differ  in  weight  from  those  now  in  currency,  or,  to  prevent  this 
evil,  the  whole  of  our  present  gold  coins  must  be  taken  out  of  circnla- 
tion,  brought  to  the  Mint,  and  be  re-coined."  (Treatise  on  the  Coins  of 
the  Beahn ;  in  a  Letter  to  the  King,  1805,  pp.  154-5).  None  of  these 
objections  are  of  any  real  moment.  The  first,  viz.,  that  the  standard  of 
value  would  not  be  perfect,  is  simply  unmeaning.  The  new  coins  wonid 
serve  the  same  purpose  as  the  old  ones,  that  of  supplying  a  definite  mean- 
ing to  contracts  expressed  in  money,  and  they  would  afford  quite  as  good 
a  measure  of  value  as  the  old  ones.  This  objection  is  repeated  by  the 
International  Coinage  Gonmiiafiioners  on  page  18  of  their  report,  where 
they  say,  ^^  If  the  value  of  the  new  coin  containing  112  grains  of  fine  gold 
is  to  be  maintained  as  equal  to  that  of  the  existing  sovereign  containing 
118  grains  by  the  power  which  the  holder  of  it  is  to  have  of  demanding 
from  the  Mint  or  the  Bank  of  England  in  exchange  for  it  118  grains  of 
fine  gold  in  bar,  it  is  obvious  that  the  new  coin  becomes  only  a  token 
coin,  the  value  of  which  is  maintained  by  its  convertibility.  It  ceases, 
however,  to  retain  its  quality  of  being  the  standard  of  "^ue ;  and,  in 
fact,  118  grains  of  fine  gold  in  bar  are  substituted  for  a  coin  containing 
that  quantity  of  fine  gold  as  the  standard  pound  and  measure  of  valne 
in  tins  country."  In  the  only  sense  in  which  a  coin  can  be  said  to  be  a 
standard  of  value,  the  new  coin  would  be  quite  as  much  a  standard  of 
value  as  the  old  one,  for  in  it  would  be  measured  the  prices  of  all  commo- 
dities, and  people  would  thus  be  enabled  to  compare  their  values.  What 
the  conmiissionerB  mean  by  saying  that  it  would  become  a  token  coin  is 
by  no  means  clear,  but  the  convertibility  is  merely  a  means  of  keeping 
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down  the  price  of  bnlliony  while  the  Taloe  of  gold  is  quite  as  rnnoh 
exposed  to  flactaatioDS  under  either  system.  A  bar  of  gold  would  not 
become  a  measure  of  value  to  any  greater  extent  than  at  present,  for  the 
values  of  commodities  would  not  be  measured  in  it,  but  in  coin. 
Lord  Liverpoors  second  objection,  that  a  disturbance  would  be  intro- 
daoed  into  our  foreign  trade,  is  of  equally  little  force.  It  is  quite  true 
that  foreigners  estimate  our  coins  according  to  their  weight  and  fineness, 
without  regard  to  the  amount  of  the  seigniorage  which  we  impose,  but 
the  yeiy  object  of  a  seigniorage  is  to  prevent  coin  from  being  exported 
to  countries  where  it  does  not  circulate*  An  English  merchant,  who  has 
to  pay  debts  abroad,  commonly  sends  ingots  for  the  purpose ;  and  the 
imposition  of  a  seigniorage  will  induce  him  to  buy  bullion  rather  than 
melt  the  coin,  as  is  now  commonly  done.  It  will  neither  be  neces« 
saiy  for  him  to  raise  his  prices,  nor  to  submit  to  a  loss,  for  the 
Talue  of  the  coin  will  be  the  same  as  at  present  (the  value  of 
gold  being  supiKNsed  constant);  and  the  only  effect  of  the  change 
will  be  that  he  will  buy  bullion  for  exportation  instead  of  melting  coin. 
There  is  another  advantage  attending  the  present  proposal  which,  of 
conise,  Lord  Liverpool  could  not  have  anticipated,  that  the  sovereign 
would  be  made  exactly  equal  to  twenty-five  francs,  and  would,  therefore, 
<nrcnlate  in  France,  Belgium,  Switzerland,  and  Italy,  so  that  the  coins 
would  be  exported,  but  not  for  the  purpose  of  being  melted  down  at 
foreign  Mints.  His  third  objection,  that  no  seigniorage  has  been  charged 
since  the  reign  of  Charles  the  Second,  is  one  which  applies  equally  to  the 
imposition  of  a  similar  charge  on  the  silver  coin,  winch  was,  however, 
recommended  by  Lord  Liverpool  himself,  and  subsequently  adopted  with 
great  advantage.  Because  a  bad  system  has  been  long  pursued  it  by  no 
means  follows  that  a  good  one  should  not  be  introduced.  The  quantity 
of  gold  in  the  coin  must  be  reduced,  but  this  is  an  advantage  and  not 
the  reverse.  His  last  objection,  that  a  complete  re-coinage  would  be 
necessary,  may  be  best  answered  by  a  reference  to  Mr.  Jevons'  paper 
already  referred  to,  where  it  is  shown  that  so  large  a  part  of  the  gold 
coin  is  already  reduced  by  wear  below  the  legal  weight,  that  a  re-coinage 
is  highly  desirable,  if  not  absolutely  necessary,  and  that  the  proposed 
change  affords  a  most  favourable  opportunity  for  such  an  operation. 
According  to  Mr.  Jevons'  calculations,  70  per  cent,  of  the  sovereigns  in 
circulation  are  too  heavy  to  pass  as  twenty-five-franc  pieces,  and  would 
have  to  be  melted  down ;  but  the  gold  which  the  Government  would  obtain 
from  them  would  be  sujficient  to  defray  all  the  expenses  of  issuing  new 
coins  in  their  room,  and  to  leave  a  profit  of  more  than  5,000,000f.  The 
principal  advantage  to  be  derived  fix>m  a  seigniorage  is  the  saving  of  a 
considerable  amount  of  labour  which   is  now  employed  in   coining 
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BOvereignB  which  pass  ahnos'  immediatelj  to  the  melting-pot.  Qold- 
smiths  find  it  more  convenient  to  draw  a  cheque  on  their  bankers  and 
require  it  to  be  paid  in  gold  coin  than  to  go  to  the  bullion  market  and 
buy  bullion,  because  this  sayes  them  the  trouble  of  assaying  and  of  bargain- 
ing for  what  they  want.  They  then  melt  down  the  coins  to  be  made  np 
into  plafce,  and  when  other  people  want  coins,  fresh  ones  are  issaed. 
The  same  process  is  repeated  on  a  much  larger  scale  where  remittances 
are  made  to  foreign  countries,  since  the  coins  being  of  no  more  valne 
than  an  equal  weight  of  bullion^  nothing  is  lost  by  melting  them  down, 
and,  as  they  do  not  circulate  to  any  great  extent  abroad,  they  are  either 
melted  and  re-coined  at  foreign  Mints,  or  made  into  bars  before  they  leave 
this  country.  That  a  very  slight  seigniorage  would  be  sufficient  to 
prevent  such^a  practice  is  shown  by  the  experience  of  the  United  States, 
where  it  amounts  to  no  more  than  one-half  per  cent.,  and  where,  as 
Mr.  Seyd  observes,  ^'  bars  are  consequently  too  cheap  as  compared  to 
coin,  and  being  thus  subject  to  exportation  before  the  exchange  arrires 
at  the  cash-point,  they  are  ^found  absent  when  that  point  is  really 
reached,  and  bankers  are  obliged  to  send  coin.  This  accounts  for  the 
occasional  large  arrivals  of  American  coin,  in  spite  of  the  seemingly 
protective  charge  of  one-half  per  cent."  (Question  on  Seigniorage, 
p.  85.)  It  will  be  observed  that  a  seigniorage  does  not  altogether 
prevent  the  exportation  of  coin,  but  I  believe  that  Amerioan  eagles  when 
brought  to  this  country  are  not  melted,  but  retained  by  the  Bank  of 
England,  or  other  banks,  and  subsequently  returned  to  the  United 
States.  The  imposition  of  a  seigniorage  would  not  only  save  the  tax- 
payers of  England  from  the  burden  which  they  now  bear  of  making 
millions  of  coins  which  are  immediately  melted  down,  but  would  intro- 
duce greater  regularity  into  the  operations  of  the  Mint,  and  thus  benefit 
all  those  who  are  employed  in  that  establishment.  The  Mint  would  then 
be  simply  required  to  furnish  gold  coin  in  sufficient  quantities  to  replaoe 
the  annual  loss  by  wear  and  tear,  by  shipwrecks  and  other  causes,  which 
is  a  tolerably  constant  quantity.  At  present,  whenever  the  foreign 
exchanges  are  in  fetvour  of  this  country,  immense  quantities  of  gold  are 
sent  to  the  Mint,  which  has  been  required  to  issue  in  a  single  year  as 
much  as  one-fifth  of  the  whole  stock  in  the  country,  though  the  annnal 
wear  and  tear  is  said  to  be  no  more  than  one  four-hundredth  part  of  the 
whole.  It  is  to  be  hoped  that  the  English  (Government  will  soon  adopt 
the  simple  remedy  which  has  been  so  often  suggested, 

Anotiier  circumstance,  which  barely  deserves  to  be  mentioned  as 
capable  of  giving  rise  to  a  difference  between  the  value  of  a  metal  in  bars 
and  in  coin,  is  the  legal  prohibition  of  the  melting  or  exportation  of  the 
coin.    If  the  Government  allows  bullion  to  be  exported,  bat  does  not 


Digitized  by  VjOOQIC 


PATXENT  BT  TALK.  287 

allow  ooin  to  be  either  exported  or  melted  down,  a  case  might  arise  in 
which  a  possessor  of  coin  who  desired  to  make  a  remittance  to  a  foreign 
ooimtrj  would  rather  give  coin  for  a  smaller  weight  of  bullion  than 
incnr  the  risk  of  punishment  by  melting  down  the  coins.  If  so,  the 
price  of  bullion  would  rise  above  the  Mint  price  to  such  an  extent  as 
would  compensate  the  risk ;  and  a  kilogramme  of  gold  might,  for 
instance,  be  sold  for  3,130  francs.  But  the  melting  of  coin  is  so  easy  an 
operation,  and  can  be  performed  with  so  little  risk  of  detection,  and  it  is 
80  absolutely  impossible  to  discover  the  source  from  which  a  given  ingot 
has  been  derived,  that  it  can  hardly  be  admitted  that  any  such  rise  of 
the  price  of  bullion  can  actually  take  place ;  and  I  am  not  aware  that 
finch  a  case  has  ever  been  observed.  The  capacity  of  the  metals  for 
speedy  oonyersion  into  diiSerent  shapes  is  one  which  is  highly  conducive 
to  their  utility  as  a  medium  of  exchange ;  but  it  is  also  a  great  obstacle 
to  the  Gfovemment  in  its  attempts  to  preserve  the  coin,  and  in  its  more 
legitimate  attempts  to  prevent  the  stealing  of  plate.  In  Spain  even  the 
penalty  of  death  was  found  insui&cient  to  prevent  the  e^qportation  of  gold 
to  other  countries  where  it  was  wanted.  The  severe  penalties  which 
were  inflicted  by  the  Star  Chamber  were  equally  insufficient  to  prevent 
exportation  from  England.  The  Russian  law  prohibiting  the  export  of 
silver  has  not  prevented  the  substitution  of  gold  for  silver  in  the  currency 
of  that  country. 

In  order  that  the  holder  of  coins  may  be  able  to  obtain  by  melting 
them  the  same  quantity  of  bullion  as  was  given  for  them  at  the  Mint,  it 
is  necessary  that  they  should  be  of  full  weight ;  and  if  they  have  been 
worn  by  friction,  or  reduced  by  clipping,  a  larger  quantity  of  them  will 
be  required  to  purchase  bullion.  It  generally  happens  that  coins  are 
below  the  full  weight,  and  if  they  are  received  by  tale,  the  nominal 
price  of  bullion  may  rise  somewhat  above  the  Mint  price  without  render- 
ing it  profitable  to  melt  the  coin.  If  they  have  generally  lost  one- 
hundredth  part  of  theur  weight,  the  price  of  gold  might  rise  to  3,131f. 
the  kilogramme,  but  no  higher.  No  such  rise  is  now  observed  in 
England,  because  all  large  purchases  of  bullion  are  made  either  with 
cheques  or  bank  notes,  both  of  which  can  be  exchanged  at  the  pleasure 
of  the  holder  for  gold  coin  of  frdl  weight ;  and  if  it  does  happen  that 
worn  coins  are  used,  they  are  weighed  and  counted,  not  according  to 
their  actual  number,  but  according  to  the  number  of  perfect  coins  the 
weight  of  which  is  equal  to  theirs.  In  France,  where  coins  are  received 
by  tale,  a  slight  rise  of  the  price  of  bullion  above  the  Mint  price  has 
sometimes  been  noticed  where  the  coins  have  been  much  worn.  But 
the  most  striking  instance  of  the  kind  was  afforded  by  the  price  of  silver 
bullion  in  laTiglflnil  during  the  reign  of  William  the  Third,  when  the 
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ounce  of  silver  which  was  then  coined  into  5s.  2d.  was  sold  in  the 
market  for  6s.  5d.,  or  for  nearly  a  quarter  more  than  the  Mint  price. 
So  remarkable  a  phenomenon  could  not  fail  to  arouse  pubUc  attention, 
and  the  philosopher^  John  Locke,  contributed  three  able  pamphlets  to 
the  controversy  to  which  it  gave  rise.  He  demonstrated  that  the  cause 
was  and  could  be  nothing  else  than  the  extremely  degraded  condition  of 
the  silver  coin,  in  which,  and  not  in  gold,  all  large  payments  were  then 
made.  He  very  truly  observed  that  a  person  who  had  as  much  silver 
coin  as  weighed  an  ounce  and  a  quarter  would  not  pay  them  away  for 
an  ounce  of  bullion^  when  much  more  than  an  ounce  could  be  obtained 
by  melting  them  down.  Melting  was  then  prohibited  by  law  (as  con- 
tinued to  be  the  case  until  I8I9),  and  Locke  conceded  that  this  might 
possibly  raise  the  price  of  bullion  to  5s.  8d.  per  oz.,  though  he  did  not 
consider  even  that  to  be  probable ;  but  he  thought  it  ridiculous  to  sup- 
pose that  a  profit  of  25  per  cent,  would  not  induce  people  to  break  the 
law.  Locke's  arguments  were  opposed  by  an  oflScial  in  the  service  of 
the  Treasury  of  the  name  of  Lowndes,  who,  in  a  report  which  he  made 
to  the  Lords  of  the  Treasury  in  1695,  proposed  that  the  quantity  of 
silver  in  the  coin  should  be  reduced  so  as  to  bring  the  Mint  price  up  to 
an  equality  with  the  market  price,  which  he  thought  would  induce 
people  to  bring  silver  to  the  Mint,  and  prevent  them  from  melting  the 
coin.  Had  Lowndes  proposed  that  a  seigniorage  should -be  charged  on 
the  silver  coin,  and  their  weight  proportionately  reduced,  the  suggestion 
might  have  been  of  some  service ;  but  he  did  not  do  so,  but  merely  pro- 
posed that  an  ounce  should  be  coined  into  75  pence  instead  of  62,  and 
the  whole  returned  to  the  importer  of  the  bullion,  as  was  then  the  prac- 
tice. As  Locke  was  only  arguing  to  show  that  such  a  mere  change  in 
the  denomination  of  the  coin  could  have  no  effect  in  inducing  people  to 
send  bullion  to  the  Mint,  or  preventing  them  from  exporting  bnUion,  he 
often  states  his  case  in  a  way  which,  though  perfectly  correct  when 
properly  understood,  is  calculated  to  give  rise  to  a  false  impression  in 
the  minds  of  those  who  take  it  without  the  necessary  qualifications.  He 
repeatedly  states  that  ^'it  is  certain  that  one  ounce  of  diver  is  always  of 
equal  value  to  another  ounce  of  silver."  ("Considerations  of  the 
Lowering  of  Interest  and  Raising  the  Value  of  Money."  Works  in 
10  vols.,  1812,  vol.  v.,  p.  50,  and  paesim.)  He  admitted  that  the 
value  of  the  coin  might  be  raised  by  a  seigniorage,  and  that  a  veiy  con* 
siderable  seigniors^e  might  be  levied  on  the  smaller  coins  if  they  were 
not  made  legal  tender  for  large  amounts ;  and  he  merely  contended  that, 
other  things  being  equal,  the  value  of  a  coin  was  in  proportion  to  its 
weight.  The  silver  coins  which  were  then  in  circulation  had  lost  much 
of  their  weight,  partly  by  wear,  and  partly  by  the  ihtudulent  practice  of 
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cHp{ttng.    Haying  been  Btrack  by  hand,  they  were  often  so  cliunsfly 
execated  that  a  piece  could  be  cut  off  without  being  missed. 

In  the  reign  of  Charles  the  Second,  the  method  which  is  still  in  use  pf 
giying  a  milled  edge  to  the  coin  was  adopted,  and  clipping  could  not  be 
pnctned  on  the  new  coins  without  detection ;  but,  unfortunately,  the  old 
iuumnered  coins  were  still  left  in  circulation,  and  the  clipping  continued 
until  the  coins  had  been  reduced,  on  the  average,  to  little  more  than  half 
their  weight.  Th^  law  did,  indeed,  prohibit  the  use  of  clipped  coins,  but 
it  allowed  those  which  had  been  &irly  worn  to  pass  as  if  they  were  of 
M  weight ;  uid  the  difficulty  of  distinguishing  between  the  two  classes  was 
rach  as  to  introduce  a  confusion  into  all  bargains,  which  at  length  became 
intderable,  and  was  finally  terminated  by  the  calling  in  of  all  the  light 
pieces,  and  a  complete  re-coinage,  which  was  carried  outunder  the  direc- 
tions of  Newton,  then  Master  of  the  Mint.  Although  Locke  explained 
that  the  rise  in  the  price  of  bullion  was  owing  to  the  degradation  of  the 
coin,  he  did  not  explain  how  it  was  that  the  rise  was  not  in  proportion  to 
the  d^radation.  From  the  experiments  recorded  by  Lowndes,  it  appears 
that  the  coins  had,  on  the  average,  lost  nearly  half  their  weight ;  and  yet 
the  highest  price  of  bullion  which  is  recorded  by  either  Locke  or  Lowndes 
iras  68.  5d.  per  oz.,  or  not  quite  one-fourth  above  the  Mint  price.  It  is 
possible  that  the  coins  which  were  used  in  the  bullion  market  may  have 
been  heavier  and  better  than  the  average  of  those  which  were  received  at 
the  Exchequer,  and  which  furnished  the  basis  of  the  experiments  above 
referred  to ;  but  the  discrepancy  may  be  accounted  for  without  resorting 
to  SQch  an  hypothesis.  It  is  known  that  it  was  a  common  practice  to 
make  new  coins  of  the  pieces  of  silver  which  had  been  clipped  off  the 
lawful  ones,  and  that  these  forged  coins  circulated  along  with  the  rest. 
If  this  had  not  been  done,  the  mere  deterioration  of  the  coins  need  not 
have  produced  a  fall  in  their  value,  for  the  smaller  coins  would  have  had 
to  perform  as  much  business  as  an  equal  number  of  perfect  ones ;  and,  as 
the  value  of  money  varies  inversely  with  its  quantity,  the  value  of  coined 
Eilver  would  have  risen  as  its  quantity  diminished,  and  the  same  nominal 
amount  of  business  would  have  been  transacted  with  the  same  nominal 
amoont  of  coin.  But  private  coining  prevented  this,  for  the  numb^  of 
coins  was  artificially  increased,  and  the  amount  ot  business  remaining 
the  same,  the  value  of  the  coin  was  diminished  in  proportion  to  the 
increase  in  theiir  number.  As  the  number  was  not  nearly  doubled,  the 
price  of  buDion  was  not  doubled  either.  I  have  assumed  that  the  amount 
of  business  remained  the  same,  but  it  is  probable  that  it  was  diminished ; 
for  the  confdsion  which  Macaulay  ias  so  graphically  described  prevented 
niany  bargains  from  being  concluded,  and  so  diminished  the  quantity  of 

coin  required. 
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The  above  oases  are  all  in  which  a  difference  can  exist  between  the 
yalue  of  a  metal  in  coin  and  the  value  of  the  same  metal  in  bars.  If  it 
is  difficult  for  the  holders  of  bullion  to  get  it  coined,  the  value  of  coin 
rises  in  excess  of  that  of  bullion  in  proportion  to  the  difficulty,  and  if  it 
is  dangerous  to  melt  coin  its  value  may  fall  below  that  of  bullion  in 
proportion  to  the  risk.  Where  coins  are  received  by  tale,  the  price  of 
bullion  may  rise ;  but  this  is  only  a  nominal  rise,  and  it  cannot  be 
higher  than  is  sufficient  to  give  rise  to  melting.  These  conditions  being 
understood,  it  may  be  safely  said  that  the  price  of  bullion  is  fixed  by  the 
very  nature  of  the  commodity,  and  merely  represents  the  labour  of 
coining,  not  the*caprice  of  the  Government.  There  is  only  one  other 
case  to  be  considered  in  which  the  market  price  of  bullion  may  rise  above 
the  Mint  price,  and  this  again  is  a  merely  nominal  rise,  and  does  not 
show  that  the  value  of  the  metal  in  one  shape  is  different  from  the 
value  of  the  same  metal  in  another  shape.  The  case  is  that  in  which 
notes  are  issued  which  are  not  exchangeable  for  coin  at  the  pleasure  of 
the  holder ;  and  where  this  is  done,  as  the  notes  can  neither  be  melted 
nor  exchanged  for  coin,  there  is  no  limit  to  the  price  which  may  be 
paid  for  bullion  when  payment  is  made  in  notes.  When  a  Government 
fixes  the  quantity  of  gold  which  a  bank  shall  give  in  exchange  for  its 
own  notes,  it  is  not  fixing  the  price  of  a  commodity,  but  insisting  that 
its  subjects  shall  pay  their  debts. 
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CHAPTER  III. 
SINGLE  AND  DOUBLE   STANDARD  OP  VALUE. 

OOLD  SIANDABD— filLYSB  STANDABD-^BOUBLE  STANDABD--H3UB8II>IABT 

COINS. 

Although  gold  and  silver  are  used  as  money  in  all  civilised  oonntries, 
thej  are  not  received  in  all  of  them  on  the  same  terms.  In  some,  as  in 
England,  all  large  payments  are  required  by  law  to  be  made  in  gold,  and 
in  such  conntries  gold  is  said  to  be  the  standard  of  value.  In  others,  aa 
ia  India^  all  large  payments  are  required  to  be  made  in  silver,  and  here 
stiver  is  said  to  be  the  standard.  In  others,  as  in  France,  all  payments 
may  be  made  either  in  gold  or  in  silver,  at  the  option  of  the  debtors,  and 
8Qch  countries  are  said  to  have  a  double  standard.  The  controversy  is 
Btill  open  respecting  the  merits  of  these  different  systems,  and  the  question 
is  one  of  so  much  practical  importance,  as  well  as  speculative  interest, 
as  to  deserve  to  be  examined  in  a  separate  chapter. 

To  be^  with  the  system  pursued  in  this  country,  the  most  obvious 
advantage  of  a  gold  standard  is,  that  the  labour  of  transporting  the  coin 
from  place  to  place  is  thereby  minimised.  Gold,  in  proportion  to  its 
weight,  is  more  than  fifteen  times  as  valuable  as  silver,  and  the  labour  of 
transporting  an  equal  value  of  the  more  precious  metal  is  proportionally 
less.  Although  the  introduction  of  banking  enables  many  debts  to  be 
discharged  by  means  of  bank  notes  and  cheques,  it  by  no  means  renders 
the  transport  of  bullion  altogether  unnecessary,  and  even  in  countries  where 
banking  ha)s  been  carried  to  its  highest  perfection,  it  is  a  matter  of  some 
importance  to  reduce  as  much  as  possible  the  labour  of  transporting  coin 
and  bullion.  Sir  Charles  Napier  once  mentioned  in  an  Indian  report 
that  twenty  thousand  men  were  constantly  employed  in  transporting 
chests  of  silver  from  one  part  of  India  to  another.  Had  India  possessed 
a  gold  standard,  two  thousand  men  might  have  sufficed  for  the  work,  and 
eighteen  thousand  have  been  set  free  to  engage  in  agriculture,  manufac- 
tures, or  some  other  useful  employment.  There  is  a  well-known  story  which 
ascribes  the  death  of  the  painter  Gorreggio  to  the  fiSrtigue  brought  on  by  his 
carrying  home  the  money  which  he  had  received  for  one  of  his  pictures, 
the  whole  of  which  had  been  paid  in  copper.  The  reasons  which  make 
BOver  preferable  to  copper  apply,  though  not  to  the  same  extent,  to  gold 
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when  compared  with  silver.  The  superiority  of  gold  is  equally  aj^arenfc 
in  all  cases  where  the  coins  have  to  be  counted,  as  much  time  and 
labour  are  saved  by  employing  the  more  precious  .metal  A  portion  of 
the  indemnity  which  was  paid  by  France  to  Germany  after  the  war  of 
1870-71  was  paid  in  the  German  silver  coins  which  had  been  disburaed 
by  the  German  soldiers  in  the  course  of  the  campaign,  and  it  was  this 
portion  the  receiving  of  which  inflicted  the  greatest  amount  of  trouble 
on  the  German  officials,  for  the  amount  was  considerable,  and  the  coms 
of  the  same  denomination  differed  so  much  in  weight  and  fineness  that 
it  was  necessary  to  count  the  whole  quantity.  Where  the  payment  was 
effected  in  French  gold  coins,  the  simple  process  of  weighing  was  suffi- 
cient, because  all  were  of  the  same  fineness,  and  were  only  received 
according  to  their  weight ;  but  even  if  it  had  been  necessary  to  coonl; 
them,  it  could  have  been  done  with  one  fifteenth  of  the  labour  required  for 
a  similar  operation  with  the  German  coins.  Of  course  the  most  desirable 
quality  for  a  standard  of  value  is  that  its  own  value  should  be  invariable,  but 
neither  gold  nor  silver,  nor  any  other  commodity  possesses  this  character, 
and  to  seek  for  such  a  substance  is  to  seek  for  what  can  never  be  found 
But  if  one  of  these  two  metals  is  less  exposed  than  the  other  to  fluc- 
tuations in  its  value,  this  would  constitute  one  reason  for  preferring  the 
less  variable  one  as  a  standard  of  value.  Cherbuliez  *  has  called  attention 
to  a  circumstance  which  tends  to  make  gold  less  liable  than  silver  to 
these  fluctuations,  viz. : — that  gold  is  generally  found  pure,  and, 
therefore,  only  liable  to  be  cheapened  by  mechanical  improvement!!, 
while  silver  requires  to  be  extracted  from  the  ore  by  chemical  processes, 
and  its  cost  is,  therefore,  liable  to  be  reduced  by  the  cheapening  of  the 
substances  used  for  this  purpose,  and  by  the  discoveiy  of  new  processes, 
as  well  aa  by  those  mechanical  improvements  which  diminish  the 
difficulty  of  extracting  both  gold  and  silver  from  the  mines.  The 
cheapening  of  silver,  after  the  discovery  of  America,  was  due  not  so  much 
to  the  fertility  of  the  mines  of  Potosi  as  to  the  discovery  of  a  new  method 
of  employing  quicksilver  in  the  reduction  of  silver  ores.  The  discoveiy 
of  abundant  quicksilver  mmes  in  CaUfomia  caused  a  fall  in  the  value  of 
silver  contemporaneously  with  that  which  was  established  in  the  case  of 
gold  by  the  discovery  of  fertile  gold  mines  in  the  same  countiy. 
Cherbuliez's  observation  teaches  us  that,  as  a  general  rule,  gold  is  less 
variable  than  silver  ;  but  at  any  given  period  the  value  of  silver  may  be 
exposed  to  less  fluctuations  than  that  of  gold,  and  gold  certainly  fell 
more  than  silver  after  the  Califomian  and  Australian  discoveries. 
Oherbuliez  himself  considered  that^  having  regard  to  this  fact,  those 

*  Fr6oU  do  la  Soienoe  Boonomique,  XL  8,  IV.,  vol  L,  pp.  U»-7. 
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Ooveniments  which  had  abeady  establiBhed  a  silver  standard  would  act 
wisely  in  retaining  it  for  the  present.*  It  should,  however,  be  observed 
that  the  best  way  to  retard  the  fall  of  the  value  of  gold  is  to  find  a  new 
use  for  it,  so  that  the  less  fertile  mines  may  be  worked  in  order  to 
piodaoe  a  larger  quantity ;  and  there  is  no  way  in  which  this  can  be 
done  80  effectually  as  by  substituting  gold  for  silver  in  the  currency  of  a 
country  which  has  previously  had  a  silver  standard.  It  has-been 
maintained  that  the  value  of  silver  is  more  stable  than  that  of  gold, 
because  silver  is  more  largely  used  for  other  purposes  than  coin,  and 
there  is,  consequently,  a  larger  stock  of  silver  in  existence,  and  a  longer 
time  is  required  to  effect  a  change  in  its  value.  It  is  not  easy,  however, 
to  see  the  force  of  this  argument,  for,  whatever  the  stock  of  silver  may 
be,  the  annual  production  must  be  sufficient  to  replace  the  annual  wear 
and  tear,  and  any  new  discoveries  which  should  have  the  effect  of 
increasing  the  annual  yield  would  have  the  same  effect  on  its  value  as  a 
proportionate  increase  in  the  case  of  gold  would  produce  on  the  value  of 
the  latter  metal.  If  silver  be  more  durable  than  gold  the  annual 
production  would  be  less  in  proportion  to  the  total  stock,  and  a  longer 
time  would  be  required  to  produce  a  &1I  in  its  value,  but  the  mere  fact 
that  the  total  quantity  is  larger  than  that  of  gold  can  have  no  effect  of 
the  kmd.  There  is  another  respect,  and  by  no  means  an  unimportant 
one,  in  which  gold  is  superior  to  silver  for  the  purpose  of  serving  as 
coin,  viz. : — ^that  it  is  less  liable  to  be  imitated  by  the  forgers  of  base 
money.  Silver  coins,  when  much  worn,  differ  so  litde  from  similar  pieces 
of  lead,  that  it  is  very  difficult  for  any  but  a  practised  eye  to  detect  the 
base  coins  which  are  passed  off  as  silver,  to  the  great  annoyance  and 
inconveuTence  of  honest  people.  It  seems  to  be  much  more  difficult  to 
effect  a  good  imitation  of  a  gold  coin,  for  those  who  are  imposed  on  in 
this  way  think  it  worth  while  to  write  to  the  newspapers  and  mention 
the  occurrence.  This  is  probably  due  to  the  peculiar  colour  of  gold 
which  distinguishes  it  from  other  metals  and  metallic  compounds ;  or  it 
may  be  that  the  device  on  the  gold  coin  is  not  so  frequently  obliterated 
as  m  the  case  of  the  silver  coin,  and  that  thus  an  additional  obstacle  is 
placed  in  the  path  of  the  false  coiner.  As  the  inducement  to  such 
malpractices  is  much  stronger  in  the  case  of  gold,  we  may  feel  sure  that 
the  ingenious  and  persevering  class  who  devote  to  erime  the  talents 
which,  if  better  directed,  would  prove  so  beneficial  to  society,  would  have 
discovered  some  means  of  imitating  gold  coins  if  it  were  practicable. 
Their  failure  has  not  been  for  lack  of  efforts,  for  base  coins  are  sometimes 
found  in  circulation,  but  these  are  generally  composed  of  gold  with  more 


*  See  part  U.,  3,  IL,  vol.  IT.,  pp.  165-6, 
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than  the  legal  amonnt  of  alloy,  and  the  loss  thos  occasioned  to  thoee 
who  are  imposed  on  is  slight  in  comparison  with  that  which  is  cansedby 
the  substitution  of  lead  for  silver.  The  practice  of  sweating,  which  was 
referred  to  in  a  former  chapter,  is  believed  to  be  occasionally  resorted  to 
for  dishonest  purposes,  but  it  is  not  pursued  to  such  an  extent  as  to 
cause  any  palpable  inconvenience  to  the  general  public.  In  the  United 
States  a  practice  is  in  vogue  of  sawing  out  the  interior  of  a  thick  gold 
coin,  preserving  the  two  outer  faces  intact,  and  inserting  a  piece  of 
platinum  in  the  place  of  the  gold  extracted,  and  then  finishing  up  the 
edge  with  a  gold  rim,  closely  soldered.  This  is  so  skilfdlly  done  that  it 
is  very  difl5cult  to  detect  any  alteration  in  the  appearance,  the  siae,  or 
the  weight  of  the  coins.  The  director  of  the  United  States  Mint,  in  his 
report  for  the  year  ending  June  80,  1867,  suggests  that,  as  the  fraud  is 
rendered  possible  by  the  thickness  of  the  coins,  the  largest  of  them  all, 
the  double-eagle  (which  is  equal  in  value  to  one  hundred  francs),  should 
be  altogether  abandoned,  and  that  the  eagles  and  half-eagles  should  be 
made  thinner,  or,  at  least,  be  somewhat  concaved,  so  as  to  be  thinner  in 
the  middle  ;  and  if  the  suggestions  are  adopted,  the  fraudulent  practice 
may  be  put  an  end  to.  This  is  a  matter  which  only  concerns  the  United 
States,  as  they  are  the  only  country  where  such  large  coins  are  sent  into 
circulation,  but  if  the  English  Government  should  ever  resolve  that  the 
double  sovereigns  and  five-pound-pieces,  which  at  present  are  only  known 
to  collectors,  should  be  sent  into  circulation,  precautions  must  be  taken 
to  prevent  similar  frauds.  Thus,  in  every  respect,  gold  is  superior  to 
silver  as  a  standard  of  value.  It  is  more  portable,  it  is  more  stable  in 
value,  and  it  is  more  difScult  to  counterfeit.  These  advantages  are  only 
now  beginning  to  be  appreciated.  England  has  had  a  gold  standard 
since  1816,  and  her  example  was  followed  by  Brazil  in  1849,  by  Portugal 
in  1855,  by  Chili  in  1860,  and  by  Germany  in  1871,  on  the  occasion  of 
the  introduction  of  an  uniform  coinage  for  the  whole  of  the  newly 
constituted  Empire.  Its  universal  adoption  was  recommended  at  the 
monetary  conference  which  was  held  at  Paris  in  1867,  and  was  attended 
by  delegates  from  nearly  aU  civilized  countries.  Although  the  resolutions 
of 'the  conference  had  no  binding  force  on  the  Governments  there 
represented,  the  expressioh  of  opinion  on  this  point  was  so  strong  that 
it  may  be  hoped  that  it  will,  in  time,  produce  some  practical  effect 

The  recapitulation  of  the  advantages  which  gold  possesses  for  the  pnr- 
poses  of  a  standard  of  value  has  been  by  implication  a  condemnation  of 
silver.  It  is  less  portable,  it  is  more  hkely  to  faU  in  value,  and  it  is 
more  easily  counterfeited.  In  spite  of  these  disadvantages  it  is  still 
retained  as  the  standard  in  many  countries ;  and,  iii  fact,  throughout  a 
very  considerable  portion  of  the  world,  if  we  merely  consider  the  extent 
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of  thoM  conntrieB  of  whioh  India  is  one  and  CMna  is  another.  Where 
it  is  still  retained^  it  is  either  from  the  force  of  hahit  and  the  difficulty 
of  effecting  a  change,  or  else  from  a  belief  that,  since  the  Galifomian 
and  Australian  discoyerieSy  silver  is  less  likely  to  £eJ1  in  ralae  than  gold 
In  a  coontiy  like  India,  where  the  yalne  of  silver  is  so  great  that  half-a- 
£ranc  a  day  is  considered  good  wages,  and  where  the  Qovemment  finds 
it  worth  while  to  collect  income-tax  from  incomes  of  two  hundred  and 
fifty  francs  a  year,  the  inconvenience  of  silver  coin  is  not  so  much  felt  in 
retail  transactions  as  it  would  be  in  England,  where  silver  is  five  times 
cheaper.  This,  however,  is  no  reason  why  gold  should  not  be  used  in  all 
cases  where  it  is  necessary  to  transport  large  quantities  of  specie  fi^m 
place  to  place,  as  is  often  done  by  the  Indian  Grovemment.  In  Geimany, 
while  the  silver  standard  was  maintained,  the  inconvenience  to  the 
general  public  was  minimised  by  the  use  of  bank  notes,  but  the  fact 
remained  that  it  was  frequently  necessary  for  bankers  to  transmit  specie 
to  one  another ;  and  whenever  this  was  done  silver  was  more  inconve- 
nient than  gold.  If  one  country  retains  a  silver  standard,  an  induce- 
ment is  held  out  to  neighbouring  countries  to  do  the  same,  for  the  price 
of  silver  measured  in  silver  fluctuates  much  less  than  its  price  when 
measured  in  gold ;  and  if  two  countries  have  the  same  standard  there  is  * 
much  less  fluctuation  in  the  rate  of  exchange  between  them,  which  is  an 
advantage  to  all  the  merchants  engaged  in  the  foreign  trade  and,  con« 
Beqnently,  to  all  their  customers.  While  (Germany  maintained  a  silver 
standard,  the  Governments  of  Denmark,  Sweden,  and  Holland  said  that 
they  could  not  abandon  it ;  and  as  soon  as  Germany  adopted  a  gold 
standard  they  began  to  take  measures  preparatory  to  following  her 
example.  It  was  natural  to  suppose  when  the  Csdifomian  discoveries 
were  first  announced  that  gold  would  be  much  more  depreciated  than 
silver ;  and  it  is  not  surprising  that  the  Dutch  Government  substituted 
silver  for  gold  as  the  standard,  in  order  to  spare  its  subjects  the  incon- 
venience which  any  great  and  sudden  change  in  the  value  of  money  must 
occasion.  But,  in  fact,  the  value  of  silver  feU  nearly  as  much  as  that  of 
gold,  as  is  shown  by  the  very  slight  alteration  which  has  taken  place  in 
the  gold  price  of  silver,  which  has  not  exceeded  the  three  per  cent.  The 
action  of  the  Dutch  Government  had  the  effect  of  somewhat  accelerating 
the  depreciation  of  gold  by  throwing  800,000,000f.  upon  the  market,  but 
in  those  countries  which  maintained  a  double  standard  so  large  a  sub- 
stitution of  gold  for  silver  took  place  that  the  fall  was  materially  retarded, 
while  at  the  same  time  silver  was  depreciated,  and  hence  the  slight 
variation  in  the  proportion  between  the  values  of  the  two  metals  which 
took  place.  When  two  commodities,  are  so  much  akin  to  each  other 
that  one  can  be  easily  substituted  for  the  other^  a  M  in  the  valiie  of  one 


Digitized  by  VjOOQ IC 


296  SILYSB  STANDARD. 

of  them  is  sare  to  be  accompanied^  and  more  or  less  checked,  by  a  fall 
in  the  value  of  the  other.  Barley  and  wheat  stand  in  this  relation  to 
each  other,  and  if  there  be  a  bad  wheat  harvest  at  the  same  time  as  a 
good  barley  harvest,  barley  is  used  for  many  purposes  for  which  wheat  is 
generally  used,  and  as  a  smaller  quantity  of  wheat  is  thus  required,  its 
cost  and  value  do  not  rise  so  much  as  they  would  otherwise  do.  Gold  and 
silver  stand  in  this  relation,  and,  accordingly,  they  always  vary  together, 
though  not  always  to  the  same  extent ;  and  as  they  are  the  commodi- 
ties which  serve  as  the  measure  of  value,  the  fact  that  they  both  vary 
together  prevents  the  variation  of  either  from  being  commonly  noticed. 
It  has  been  frequently  supposed  that  gold  had  been  very  slightly  depre- 
ciated by  the  recent  discoveries,  because  its  price,  measured  in  silver, 
had  fallen  very  little ;  but  the  fact  is  that  both  gold  and  silver  fell  at 
the  same  time,  and  the  former  to  a  somewhat  greater  extent.  The  effect 
of  the  American  discoveries  in  the  16th  century  was  to  reduce  the  value 
of  silver  much  more  than  that  of  gold ;  but  the  effect  was  produced  by 
very  slow  degrees,  the  process  extending  over  the  whole  of  the  17th  cen- 
tury, at  the  beginning  of  which  the  proportion  of  the  value  of  gold  to 
that  of  silver  was  12  to  1,  and  at  the  end  of  it,  15  to  1.  It  is  to  be 
hoped  that  the  silver  standard  will  be  gradually  abandoned  in  all  countries 
as  their  wealth  and  commerce  increase ;  but  it  must  be  admitted  that 
the  difficulty  of  making  a  change  is  considerable,  especially  where  there 
is  a  vast  amount  of  silver  coin  aheady  existing  in  the  country.  When 
the  Grerman  Gk)vernment  effected  the  change,  it  was  seriously  embar- 
rassed by  the  difficulty  of  disposing  of  the  silver  coins  which  it  under- 
took to  receive  from  its  subjects  in  exchange  for  gold.  India  and  China 
were  the  only  countries  by  which  any  large  quantities  of  silver  could  be 
absorbed,  and  the  Gterman  Government  found  that  the  expense  of  freight 
and  insurance  was  such  as  to  make  its  exportation  a  questionable  expe- 
dient. The  throwing  of  so  large  a  quantity  into  the  market,  coupled 
with  increased  productiveness  in  the  American  mines,  had  the  effect  of 
reducing  the  value  of  silver,  and  its  price  measured  in  gold  fell  in  1876 
to  a  lower  point  than  it  had  ever  before  touched,  being  such  as  to  indi- 
cate that  its  value  was  hardly  more  than  one  eighteenth  of  that  of  gold. 
The  English  Government  has  the  power  to  introduce  a  gold  standard 
into  India,  and  such  a  measure,  if  adopted,  would  greatly  promote  the 
interests  of  commerce ;  but  it  is  natural  that  statesmen  should  shrink 
from  the  task  of  disposing  of  five  milliards  of  silver  coin  which  might  be 
rendered  superfluous  by  such  a  change.  It  is  frequently  stated  that^the 
natives  of  India  are  unwilling  to  receive  a  gold  currency,  but  it  does 
not  appear  that  the  choice  has  ever  been  afforded  them  in  such  a  way  as 
to  make  it  worth  their  while  to  accept  it. 
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The  third  syBtem^  that  of  the  double  standard,  is  that  which  is  gene- 
rallj  preferred  on  the  Continent  of  Europe  as  well  as  in  America.  It  is 
open  to  two  serions  objections : — 1.  That  it  gives  the  debtor  an  q>por- 
tnnity  of  paying  his  creditor  what  is  of  less  value  than  that  which  he 
borrowed ;  and,  2.  That  it  imposes  an  exoessiye  amonnt  of  unnecessary 
labour  upon  the  Mint.  Where  this  system  is  maintained  it  is  necessary 
for  the  Government  to  fix  the  proportion  in  which  gold  and  silver  are  to 
stand  to  each  other.  Thus,  when  the  French  Government  enacts  that  a 
Idlogramme  of  gold  (900  fine)  shall  be  coined  into  8,100f.,  and  that  a 
kilogramme  of  silver  of  the  same  fineness  shall  be  coined  into  200f.,  it 
enacts  that  gold  shall  exchange  for  silver  in  the  proportion  of  15^  to  1. 
When  the  proportion  is  decided  on,  the  Government,  of  course,  endea- 
vours to  fix  it  in  accordance  with  the  actual  rate  at  which  the  two  metals 
exchange  for  each  other  in  the  market ;  but  however  accurately  this  may 
be  done,  the  proportion  is  sure  to  vary  from  month  to  month  and  ih>m 
year  to  year,  and  unless  the  Government  is  continuaUy  enacting  new 
laws  on  the  subject,  its  regulations  are  soon  found  to  favour  one  metal 
at  the  expense  of  the  other.  When  this  happens,  the  over-valued  metal 
alone  is  brought  to  the  Mmt  to  be  coined,  and  the  existing  coin^  whidi 
have  been  made  of  the  under-value  metal  are  melted  down  and  sold  as 
bullion.  Thus,  so  long  as  a  person  who  possessed  a  kilognunme  of 
flilver  could  only  obtain  198f.  in  gold  coin  by  selling  it  in  the  market, 
but  could  obtain  200f.  in  silver  coin  by  taking  it  to  the  French  Mint — 
which  200f.  in  silver  coin  would  serve  just  as  well  for  discharging  all 
debts  in  France  as  an  equal  nominal  amount  of  gold  coin — ^it  was 
obviously  his  interest  to  take  his  silver  to  the  Mint,  and  as  obviously 
the  interest  of  the  possessors  of  gold  coins  to  melt  them  down,  and  seU 
the  bullion  for  a  price  somewhat  above  S,100f.  the  kilogramme.  This 
neceaaarily  follows  from  the  principle  that  everybody  desires  to  obtain 
wealth  by  the  least  possible  kbour ;  and  a  comparison  of  the  market 
prices  of  gold  and  aQver  bullion  with  those  fixed  by  the  Mint  will 
enaUe  us  to  say,  even  without  actual  records,  which  of  the  two  metals 
is  sent  to  the  Mint  to  be  coined.  Although,  as  a  general  rule,  the  pro- 
portion varies  within  narrow  limits,  it  has  been  perpetually  changing, 
both  in  ancient  and  modem  times.  Lord  Liverpool,  in  an  ^iteresting 
appendix  to  his  valuable  **  Treatise  on  the  Coins  of  the  Realm,"  has 
collected  much  information  respecting  the  proportions  which  prevailed 
in  different  periods  of  antiquity.  The  highest  which  he  mentions  was 
17  to  1,  and  the  lowest  7^  to  1,  which  latter  was  recorded  by  Suetonius 
as  a  remarkable  effect  of  the  inunense  quantities  of  gold  which  were 
brought  to  Borne  by  Julius  Caesar  after  the  conquest  of  Gaul.  It  would 
8eem  that  12  to  1  was  the  usual  proportion,  and  such,  at  all  events,  it 
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was  in  the  time  of  Xenophon.  At  first  sight  his  testimony  seems  to  be 
to  the  efiect  that  the  proportion  was  10  to  1,  for  he  speaks  of  one  talent 
of  gold  as  being  equivalent  to  ten  of  silver,  but  the  talent  used  in 
weighing  gold  was  a  smaller  weight  than  that  used  for  silver,  and  the 
proportion  was  really  12  to  1.  This  rate  was  by  no  means  uncommon 
even  as  late  as  the  close  of  the  16th  century,  but  during  the  last  and 
present  centuries  the  fluctuations  have  been  generally  between  15  to  1 
and  16  to  1. 

The  whole  history  of  the  English  coinage  is  the  history  of  a  continued 
struggle  on  the  part  of  the  Government  to  keep  both  metals  in  circulation, 
in  spite  of  the  inducements  which  it  held  out  to  its  subjects  to  employ 
only  one  of  them.  Thus,  in  the  second  and  third  years  of  James  the 
First's  reign  silver  was  over  valued,  and  the  gold  coin  disappeared  from 
circulation.  The  Government  then  reduced  the  weight  of  the  gold  coin 
while  still  giving  them  the  same  nominal  value,  and  the  effect  was,  as 
was  intended,  to  bring  gold  again  to  the  Mint.  But  in  six  years  it  was 
found  that  silver  had  again  fallen  in  proportion  to  gold,  and  that  the 
gold  coins  were  again  disappearing.  In  the  ninth  year  of  his  reign  a 
proclamation  was  issued  assigning  a  higher  nominal  value  to  the  gold 
coins  which  were  already  in  circulation,  and  the  rise  in  this  case  was 
equivalent  to  10  per  cent.  Early  in  the  reign  of  Charles  the  Second  an 
Act  was  passed  which  made  silver  legal  tender  to  any  amount,  and 
ordered  that  the  gold  coins  should  only  be  received  with  the  consent  of 
the  creditors.  Thus,  as  far  as  the  law  was  concerned,  a  silver  standard  was 
established,  but  for  practical  purposes  the  double  standard  was  in  force,  as 
it  was  publicly  announced  that  guineas  would  be  received  at  the -Govern- 
ment offices  as  equivalent  to  twenty-two  shillings,  and  the  practical 
effect  was  that  they  were  generally  received  at  that  rate.  Adam  Smith 
has  pointed  out  that  even  where  there  is  no  legal  enactment  fixing  the 
proportion  between  the  two  metals  it  is  generally  established  by  a 
proclamation,  which  in  practice  has  the  same  effect.  The  rate  thus  fixed 
was  too  favourable  to  gold  in  the  earlier  part  of  the  reign  of  William  the 
Third,  and  this  fact  contributed  to  the  lamentable  confusion  into  which 
monetary  matters  then  drifted.  It  is  evident  from  Lowndes'  report 
that  no  silver  was  brought  to  the  Mint  to  be  coined,  and  that  this  was  , 
too  permanent  a  phenomenon  to  admit  of  Locke's  explanation  that  the 
foreign  exchanges  were  unfevourable  to  this  country.  It  is  quite  true 
that  large  amounts  of  silver  were  required  for  remittance  to  the  Nether- 
lands for  the  pay  and  support  of  the  English  army  which  was  then 
carrying  on  a  war  with  France.  But  unless  a  country  possesses  mines  of 
its  own,  which  England  did  not,  it  is  impossible  that  it  can  continue 
permanently  to  export  either  gold  or  silver,  and  there  is  no  question 
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that  silrer  coins  were  urgently  required^  and  would  have  been  forth- 
coming if  the  Mint  regulations  had  been  favourable  to  their  production. 
Although  it  was  not  profitable  to  bring  silver  to  the  Mint,  it  was 
profitable  to  pay  debts  in  the  worn  sQver  coins  which  were  then  so 
abandant.  As  was  mentioned  in  the  last  chapter^  all  silver  coins  which 
had  been  fairly  worn  and  had  not  been  evidently  clipped  were  received 
by  the  Government  and  by  private  individuals  at  their  fhU  nominal  rate, 
and  [although  gold  was  over-valued  when  compared  with  silver  fresh 
from  the  Mint,  it  was  under-valued  in  comparison  with  the  deter- 
iorated silver  coins.  Indeed,  wherever  the  double  standard  is  in  force, 
the  under-valued  metal  makes  its  appearance  only  in  the  shape  of 
old  coins,  which  become  more  and  more  worn  as  years  pass  by,  without 
any  addition  being  made  to  the  previous  stock.  Macaulay,  who  has 
giyen  a  full  account  of  this  subject  in  his  history,  has  quoted  some  lines 
from  the  "  Frogs  of  Aristophanes  "  (718-81),  ridiculing  the  Athenians 
for  preferring  bad  coins  to  good  ones,  and  worthless  politicians  to  able 
statesmen.  It  is  probable  that  in  the  time  of  Aristophanes  the  double 
Btandard  was  maintained  at  Athens,  with  its  inevitable  effect  of 
preventing  the  supply  of  new  coins  of  one  or  other  metal.  Macaulay 
considered  the  fact  to  be  easily  explained  by  remarking  (vol.  iv.,  p.  621), 
that  men  would  not  give  six  shillings  to  pay  a  debt  which  they  could 
discha^  with  five,  and  that  the  good  coins  would  naturally  be  exported, 
and  the  bad  kept  at  home.  This  is  so  far  true  that  the  newer  coins  are 
always  selected  for  melting  when  merchants  require  bullion  for  foreign 
remittance;  and  our  gold  currency  suffers  from  this  practice  at  the 
present  day,  but  certainly  not  to  such  an  extent  as  to  give  rise  to  general 
complaints  on  the  part  of  the  public,  or  to  suggest  a  joke  to  a  comic 
writer.  Lowndes  proposed  that  the  weight  of  the  silver  coins  should  be 
redaced  so  that  an  ounce  should  be  coined  into  75  pence  instead  of  62, 
as  was  then  the  practice  ;  and  had  his  suggestion  been  adopted,  it  would, 
no  doubt,  have  had  the  effect  which  he  desired  of  bringing  silver  to  the 
Mint.  But  he  himself  did  not  understand  the  reasons  which  would  have 
made  his  plan  successfiil,  as  may  be  judged  from  the  fact  that  he 
proposed  that  the  Government  should  compel  publicans  to  bring  their 
silver  tankards  to  be  melted  at  the  Mint.  A  reduction  of  the  weight 
of  the  silver  coins,  while  the  gold  coins  were  left  unaltered,  would  have 
been  a  raising  of  the  proportion  which  silver  bore  to  gold,  and  as  it 
would  have  been  a  rise  of  nearly  25  per  cent.,  silver  would  assuredly 
have  been  over-valued,  and  would  have  rapidly  expelled  gold  from  the 
circulation.  But  Lowndes  did  not  even  allude  to  this  as  an  argument 
in  &vour  of  his  plan,  and  he  merely  proposed  the  rate  of  75  pence  to  the 
ounce  because  tluit  was  nearly  the  price  at  which  an  ounce  of  silver  was 
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pnrchacied  in  exchange  for  deteriorated  silver  coins.  Locke  dcToted  his 
argument  to  demonstrating  that  a  reduction  in  the  weight  of  the  coiiiB 
would  be  followed  by  a  corresponding  reduction  in  their  value ;  and  this 
is  perfectly  true,  but  as  the  new  coins  would  have  been  worth,  at  least, 
as  much  as  the  old  worn  ones,  it  does  not  appear  that  the  people  would 
have  suffered  the  inconvenience  of  a  change  in  the  value  of  money. 
When  the  Government  at  length  determined  to  carry  out  a  thorough 
reform  of  the  coinage,  it  agreed  to  receive  all  the  old  pieces  at  their  full 
rate,  and  to  give  new  ones  in  exchange,  and  this  process  yfos  carried  out 
at  an  enormous  expense.  What  the  expense  was  is  not  accurately  known, 
but  it  can  hardly  have  been  less  than  100,000,000f.,  a  large  sum  even  in 
our  own  time^  and,  in  comparison  with  the  wealth  of  the  country  at  that 
time,  certainly  prodigious.  As  all  the  hammered  pieces  were  called  in 
and  melted  down,  and  new  ones,  with  raised  edges,  were  issued  in  their 
stead,  the  practice  of  clipping  was  for  ever  put  an  end  to  ;  and  no  such 
confusion  as  then  existed  has  ever  been  again  experienced.  The  difficulty 
of  counterfeiting  was  also  very  much  increased  by  the  superior  execution 
'  of  the  new  coins,  and  thus  the  people  were  rescued  from  both  the  evils 
from  which  they  had  formerly  suffered  so  much.  In  carrying  out  the 
re-coinage  the  Government,  of  course,  had  to  buy  large  quantities  of 
silver  to  make  up  for  the  deficiency  of  the  light  coins^  but  when  the 
work  was  completed,  and  the  task  of  replenishing  the  circulation  was 
again  left  to  the  discretion  of  private  individuals,  it  was  found  that  no 
silver  was  brought  to  the  Mint.  It  may  be  as  well  to  mention  here 
that,  as  a  general  rule,  the  Government  is  merely  passive  as  regards  the 
supply  of  coin,  and  that  the  Mint  simply  stamps  all  the  bullion  which 
private  individuals  choose  to  bring  to  it.  This  is  still  the  case  as  regards 
the  gold  coin  of  this  country,  but  a  somewhat  different  course  is  pursued 
with  regard  to  the  silver  and  copper  coin.  When  people  fotlnd  that  it 
was  cheaper  to  buy  gold  bullion,  and  take  it  to  the  Mint,  than  to  send 
silver  thither,  they,  of  course,  took  nothing  but  gold ;  and  during  the 
reign  of  Queen  Anne,  the  immense  quantity  of  silver  coin  which  had  been 
struck  during  the  re-coinage  of  1695-9  gradually  disappeared.  Another 
change  was  subsequently  made  in  the  proportion  between  gold  and  silver, 
the  vid^^  0^  ^h^  guinea  being  somewhat  reduced  in  accordance  with  the 
recommendation  of  Newton  ;  but  the  change  was  not  sufficient,  and  gold 
still  maintained  possession  of  the  field.  From  that  time  down  to  the  end 
of  the  century,  the  peofde  suffered  great  inconvenience  from  the  difficolty 
of  getting  small  change,  because  silver  was  hardly  ever  issued  from  the 
Mint.  During  the  long  period  which  elapsed  between  the  accefledon  of 
George  the  Third  and  the  final  abolition  of  the  double  standard  in  1816, 
there  was  only  one  year^  1787,  in  which  any  considerable  quantiiy  of 
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silyer  was  coined.  In  1768>  2,000  shillingB  were  Btrock  toe  disiribntion 
among  the  crowd  on  the  ocoasion  of  the  Earl  of  Northumberland's  entry 
into  office  as  Lord  Lieutenant  of  Ireland,  but  no  one  brought  sOver  to 
the  Mint  as  a  matter  of  business.  In  1816  the  coinage  was  established 
on  its  present  footing  by  the  Act  56,  George  the  Third,  cap.  68,  which 
enacted  that  silver  should  no  longer  be  legal  tender  for  any  larger  sum 
tlian  two  pounds  sterling,  and  that  all.  larger  debts  must  be  discharged 
in  gold,  unless  the  creditor  were  willing  to  accept  silver.  It  also  enacted 
that  the  pound  of  diver  should  be  coined  into  66  shillings,  instead  of  Q2, 
as  had  been  the  practice  ever  since  the  reign  of  Charles  the  Second,  and 
bj  80  doing  it  lowered  the  proportion  of  gold  to  silver  to  14^  to  1. 
Bat  for  the  provision  that  silver  should  only  be  legal  tender  for  a  limited 
amount,  this  enactment  would  have  had  the  effect  of  driving  the  gold 
coin  from  the  circulation,  as  silver  is  considerably  over-valued.  As  an 
additional  secnrity,  the  Government  does  not  issue  silver  coin  to  all  vrho 
chooBe  to  bring  silver  bullion  to  the  Mint,  but  issues  them  whenever 
required  by  the  'Bank  of  England,  on  which  occasions  the  Mint  buys 
whatever  quantity  is  necessary  for  the  pmpose.  The  Government  is  not 
more  arbitrary  in  the  supply  of  silver  coin  than  in  that  of  gold,  for  the 
Bank  of  England  is  guided  in  its  demands  by  the  demands  made  upon  it 
by  other  banks,  and  these,  in  their  turn,  only  obey  the  wishes  of  their 
customers.  Thus  the  general  publio  determines  the  quantity  of  coin 
which  shall  be  issued,  but  the  Grovemment  is  not  so  purely  passive  in 
the  case  of  silver  as  in  that  of  gold. 

A  review  of  the  whole  period  shows  that  it  is  impossible  for  a  suffi- 
cient supply  of  both  gold  and  silver  coins  to  be  kept  up  where  the  double 
standard  is  maintained.  When  gold  was  undervalued,  as  in  the  reign  of 
James  the  First,  it  disappeared  from  the  circulation,  and  the  people  had 
to  content  themselves  with  the  heavier  metal.  When  gold  was  over- 
Talued,  as  it  continued  to  be  dpring  the  whole  of  the  last  century,  no 
Bil?er  was  coined,  and  those  who  lived  at  that  time,  as  for  instance. 
Lord  Liverpool,  complained  bitterly  of  the  difficulty  of  obtaining  small 
change.  Yet  Lord  Liverpool,  though  he  has  himself  given  an  account 
of  the  whole  period  from  which  much  of  what  precedes  has  been  derived, 
had  so  slight  a  grasp  of  the  principles  which  he  himself  enunciated,  that' 
he  supposed  that  in  his  own  time  people  preferred  gold  merely  because  it 
^as  lighter,  and  so  more  convenient  for  large  payments.  He  says, ''  In  very 
rich  countries,  and  especially  in  those  where  great  and  extensive  com- 
merce is  carried  on,  gold  is  the  most  proper  metal  of  which  this  prin- 
cipal measure  of  property  and  this  instrument  of  commerce  should  be 
made ;  in  such  countries  gold  will  in  practice  become  the  principal  mea« 
SQie  of  {ffoperty  and  ihe  instrument  of  commerce,  with  the  general 
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consent  of  the  people,  not  only  without  the  support  of  law,  but  in  spite 
of  ahnost  any  law  that  may  be  enacted  to  the  contrary ; "  (p.  146).  This 
is  BO  far  from  being  true  that  there  is  nothing  which  is  more  easy  for  a 
government  to  do  than  to  exclude  gold  irom  an  extensive  circulation.  If 
the  EngUsh  Government  wish  to  do  so,  all  that  would  be  necessaiy 
would  be  to  enact  that  silver  should  be  legal  tender  to  any  amount,  and 
the  gold  coin  would  soon  disappear.  Prior  to  1871,  Germany  had  no 
difficulty  in  maintaining  a  silver  standard  by  simply  enacting  that  silver 
alone  should  be  legal  tender  for  large  amounts.  Even  Adam  Smith 
observes,  "  In  reality,  during  the  continuance  of  any  one  regulated  pro- 
portion between  the  respective  values  of  the  difierent  metals  in  coin,  the 
value  of  the  most  precious  metal  regulates  the  value  of  the  whole  coin."  * 
It  is  now  generally  admitted  that  Adam  Smith  was  mistaken  in  suppos- 
ing that  gold  was  preferred  in  his  time  because  it  was  the  more  precious 
metal,  and  the  real  reason  was  that  gold  was  over-valued.  Indeed,  all 
Economists,  even  those  who,  like  M.  Wolowski,  are  in  &vour  of  main- 
taining a' double  standard,  are  now  agreed  that  it  is  impossible  to  keep 
both  metals  in  circulation  together,  and  that  the  over- valued  one  will 
always  be  preferred. 

The  experience  of  France  is  to  the  same  effect  as  that  of  England. 
Previously  to  1785,  the  louis  d*or  was  rated  by  the  French  Mint  at 

24  livres,  while  the  bullion  which  it  contained  was  worth  in  the  market 

25  livres,  10  sols. ;  and,  as  it  therefore  answered  nobody's  purpose  to  pay 
in  gold,  the  gold  coin  almost  disappeared,  although  gold  was,  of  course, 
the  more  precious  metal.  In  1808  (7  Germinal  year  11);  the  French 
Government  ordered  that  a  kilogranmie  of  gold  should  be  coined  into 
d,100f.,  and  a  kilogranmie  of  silver  into  200f.,  thus  fixing  the  proportion 
at  15^  to  1.  At  that  time,  and  for  fifty  years  afterwards,  gold  was 
worth  more  than  fifteen  and  a  half  times  as  much  as  silver,  the  propor- 
tion being  generally  about  15|  to  1.  Silver  was  thus  over-valued,  and 
was  accordingly  preferred  to  such  an  extent  that  gold  very  seldom  made 
its  appearance  in  large  payments.  But  the  effect  of  the  gold  discoveries 
in  CaUfomia  and  Australia  was  to  reduce  the  value  of  gold  more  than  that 
of  silver,  and  the  proportion  fell  to  15i  to  1.  As  soon  as  this  was  observed, 
which  was  in  1849,  the  bullion  dealers  commenced  sending  gold  to  the 
Mint,  and  buying  up  and  melting  down  the  silver  coin,  to  be  exported 
in  the  form  of  ingots  to  India  and  China.  The  price  of  silver  expressed 
in  gold  coin  being  203f.  a  kilogrampie,  while  the  same  weight  of  silver 
converted  into  coin  would  only  serve  to  pay  a  debt  of  200f.,  there  was 
every  inducement  to  continue  the  substitution  of  gold  for  silver  until 

*  Book  I.    ChRp.  V.    M'Culloch*B  Edition,  1663,  p.  16. 
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the  whole  cuirency  of  Prance  had  been  completely  transformed.  In 
1857  the  French  Govenmient  fleriondy  thought,  and  actually  took  steps 
towards  legaOy  prosecutmg  some  of  the  principal  bullion  dealers  of 
Paris,  who  made  no  secret  of  the  fact  that  they  were  busily  engaged  in 
melfemg  down  the  silver  coin,  but  on  maturer  reflection  they  abandoned 
BO  ridieolous  a  method  of  counteracting  the'indncements  which  the  law 
held  oat  to  the  practice.  M.  Chevalier's  able  work  on  the  probable  fall 
in  the  value  of  gold  appeared  at  this  time,  and  its  object  was  to  induce 
the  Oovemment  to  lower  the  nominal  value  of  the  gold  coin  to  such  an 
extent  as  would  bring  the  proportion  between  gold  and  silver  to  the 
same  rate  as  that  prevailing  in  the  market,  and  thus  to  take  away  the 
inducement  to  melt  down  the  silver  coin.  He  proposed  this  not  so 
mncb  as  a  matter  of  convenience  as  one  of  public  faith,  maintaming  that 
the  real  object  of  the  law  of  7  germinal  year  11  was  to  maintain  silver  as 
the  standard,  and  to  fix  the  proportion  so  that  gold  would  not  be  used  to 
any  great  extent.  If  the  debtors  who  had  contracted  to  pay  in  silver 
were  allowed  to  pay  in  gold  merely  because  gold  had  become  cheaper, 
it  is  dear,  as  M.  Chevalier  contends,  that  a  loss  would  be  inflicted  on 
the  creditors,  and  this  must  have  happened  in  France  after  1849 ; 
although,  as  the  change  in  the  proportion  was  very  slight,  it  must  have 
caoaed  a  very  trifling  addition  to  the  loss  which  all  creditors  suffered 
from  the  depreciation  of  gold  and  silver.  Other  authorities,  as  M. 
Wolowski,  deny  that  the  object  of  the  law  has  been  correctly  stated  by 
M.  Chevalier,  and  maintain  that  it  was  intended  to  establidi  a  double 
standard.  The  controversy  is  like  those  which  we  have  seen  regarding 
tte  spirit  and  the  letter  of  an  Act  of  Parliament  on  such  occasions  as 
the  appointment  of  Sir  Robert  Collier  to  a  seat  on  the  Judicial 
Committee  of  the  Privy  Council,  and  Mr.  Gladstone's  retention  of  his 
seat  in  the  House  of  Conmions  after  he  had  accepted  the  office  of 
Cbanoellor  of  the  Exchequer  without  having  resigned  the  Lordship 
of  the  Treasury.  The  law  says  that  any  Frenchman  may  pay  a  debt  of 
8,100f.  by  giving  either  one  kilogramme  of  gold  or  15^  kilogrammes  of 
alver  coin.  But  M.  Chevalier  quotes  a  remark  made  by  M.  Gaudin, 
the  then  Minister  of  Finance,  to  the  effect  that  whoever  has  a  debt  of 
200t  owing,  to  him  shall  always  receive  a  kilogramme  of  silver,  neither 
more  nor  less.  If  this  was  really  what  he  meant  he  ought  to  have  made 
the  law  more  explicit  on  the  point,  but  no  English  judge  would  interpret 
a  hw  according  to  the  speeches  of  the  ministers  who  proposed  the  bill. 
If  we  consider  the  question  upon  wider  than  technical  grounds  it  seems 
a  strange  contention  that  theT creditors  of  1858  were  defrauded  because  a 
minister  who  had  proposed  a  law  fifty  years  before  had  said  that  he  in- 
tended that  they  should  be  paid  in  silver.    Every  creditor  must  have 
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been  more  or  less  dearly  cognisant  of  the  law  which  authorised  debtors 
to  pay  either  in  gold  or  silver,  but  only -those  creditors  who  had  some 
taste  for  historical  studies  were  likely  to  have  heard  of  M.  Ghuidin's  ofaser- 
yations.  The  French  Oovemment  disregarded  M.  Chevalier's  protest 
and  allowed  the  substitution  of  gold  for  silver  to  take  its  course.  Jjk 
justice  to  M.  Chevalier  it  should  be  remembered  that  throughout  his 
work  he  assumed  that  the  value  of  gold  would  be  reduced  by  one-half 
while  that  of  silver  would  remain  unaltered,  and  if  the  facts  had  been 
in  accordance  with  this  hypothesis  there  would  have  been  a  very 
strong  case  in  favour  of  his  proposal.  The  French  people  derive  a 
certain  advantage  from  the  use  of  gold,  and  this  counterbalances  the 
slight  loss  which  some  creditors  must  certainly  have  sustained.  For 
some  years  after  the  Califomian  discoveries  the  French  Mint  was  so 
overwhelmed  with  work  in  coining  gold  that  it  was  found  necessary  to 
pass  a  law  releasing  it  from  the  necessity  of  coining  more  than  a  million 
francs  a  day,  and  even  at  this  rat«  the  importers  of  bullion  were  some- 
times kept  waiting  for  two  or  three  months  before  they  received  their 
coin  in  exchange.  As  gold  became  plentiful  silver  became  scarce,  and 
the  difficulty  of  obtaining  small  change  caused  so  much  inconvenience 
that  the  Government  at  length,  in  1867,  followed  the  example  of 
England,  by  reducing  the  fineness  of  the  smaller  silver  coins  to  such  an 
extent  that,  as  far  as  they  were  concerned,  silver  was  over-valued,  and 
there  was,  therefore,  no  advantage  to  be  gained  by  melting  them.  The 
same  inconvenience  having  been  felt  in  Belgium,  Switzerland,  and  Italyt 
the  same  remedy  was  applied  in  those  countries  as  in  France.  These 
four  countries  agreed  in  1866  to  a  monetary  convention,  by  which  the 
coins  of  each  were  allowed  to  circulate  in  all  the  other  three,  and  one  of 
the  articles  stipulated  that  all  the  silver  coins  of  less  value  than  five 
francs  should  be  made  of  silver  885  fine  instead  of  900  fine  as  had 
formerly  been  the  rule,  while  their  weight  remained  unaltered.  As  Ae 
weight  and  fineness  of  the  gold  coins  remained  the  same,  this  was 
equivalent  to  fixing  the  proportion  between  gold  and  silver  at  about  14^ 
to  1,  and  it  was  at  the  same  time  agreed  that  these  coins  should  only  be 
legal  tender  up  to  the  amount  of  fifty  francs,  being  the  same  limit  as 
that  which  is  adopted  in  England.  A  limit  was  also  assigned  to  the 
quantity  of  these  coins  which  each  government  might  coin,  the  quantity 
being  in  proporton  to  the  population  of  the  respective  countries.  These 
measures  have  been  efiectual  in  maintaining  an  adequate  supply  of  small 
change,  but  as  the  five-franc  piece  is  still  of  its  old  weight  and  fineness, 
and  is  still  legal  tender  to  any  amount,  th^  French  are  still  exposed  to  a 
substitution  of  silver  for  gold  whenever  the  price  of  the  former  feOfi 
below  200f.  the  kilogramme.    Such  was  the  case  in  1867|  and  a  large 
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qoantitj  of  silver  was  sent  to  the  Mint,  and  in  1878  the  price  of  silrer 
fell  so  much  in  consequence  of  its  expulsion  irom  the  coinage  of 
Germany,  that  all  the  countries  included  in  the  monetary  convention 
experienced  a  considerable  increase  in  the  coinage  of  silver,  and  their 
^Tcnunents  held  a  conference,  at  which  it  was  agreed  to  limit  the 
coinage  of  five-france  pieces  to  a  small  amount  during  1874.  Already 
in  1870  the  French  Oovernment  had  appointed  a  commission  to  consider 
whether  it  would  be  desirable  to  abandon  the  double  standard,  and  to 
adopt  gold  as  the  sole  standard  of  value,  and  seventeen  out  of  twenty- 
three  commissioners  gave  their  opinions  in  favour  of  this  course.  The 
majority  included  M.  Chevalier,*  who  has  now  thought  it  wise  to  accept 
accomplished  facts,  and  favours  a  gold  standard  as. the  best  basis  for  an 
assimilation  of  the  coinages  of  all  countries.  The  report  of  the 
commission  did  not  appear  till  1872,  its  publication  having  been  delayed 
by  the  war,  which  broke  out  almost  as  soon  as  the  conunissionerB  had 
concluded  their  labours.  The  French  Qovemment  has  not  yet  acted  on 
their  suggestions,  but  there  is  every  reason  to  expect  that  it  will  do  so, 
and  that  the  double  standard  will  be  abandoned,  not  only  in  France,  but 
in  all  the  countries  which  were  parties  to  the  convention  of  1865. 

A  review  of  the  experience  of  France  shows  that  the  double  standard 
inflicts  considerable  inconvenience  where  the  proportion  between  gold 
aud  silver  is  fixed  so  near  to  the  average  market  rate  as  to  favour  each 
metal  alternately.  In  the  first  place,  creditors  are  constantly  exposed 
to  a  slight  loss  by  the  option  which  debtors  enjoy  of  paying  in  whichever 
metal  happens  to  be  the  cheapest.  This  objection,  however,  is  not  so 
important  as  that  which  is  grounded  on  the  great  amount  of  unnecessary 
labour  which  is  imposed  upon  the  Mint.  In  whatever  way  the  expenses 
of  coining  are  provided  for,  the  fact  remains  that  the  labour  of  many 
men  is  employed  in  producing  coins  which  are  to  be  melted  down  before 
they  have  done  as  much  work  as  coins  ought  to  do ;  and  so  much  labour 
is  thereby  withdrawn  from  more  useful  occupations*  But  for  the  double 
standard  the  silver  coins  which  were  in  use  before  1850  would  have 
served  the  people  until  1860  with  very  slight  annual  additions,  and  ail 
the  labour  of  coining  two  milliards  of  gold  would  have  been  saved.  Even 
admitting  that  this  was  a  labour  France  must  have  undertaken  at  some 
time  or  other,  there  stiU  remains  the  waste  of  la\)our  which  occurs  when- 
ever silver  five-fraiic  pieces  are  coined  to  take  the  place  of  gold.  The 
change  which  has  been  made  in  the  smaller  silver  coins  shows  that  the 
Government  fiinds  it  impossible  to  maintain  the  double  standard  in  its 
integrity,  and  it  will  be  strange  indeed  if  France  can  permanently  repose 

*  See  Enqodte.&ur  la  Quefttion  Moa^taire.    Parity  1872.     Yd.  IL,  p.  395, 

X 
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at  Emch  a  halting  place.  The  experience  of  the  United  States,  has  been 
in  all  reepects  analogous  to  that  of  France.  A  law  passed  in  1792^  soon 
after  the  formation  of  the  union,  fixed  the  proportion  of  gold  to  silver  at 
15  to  1  $  and,  as  this  was  below  the  market  rate,  it  was  too  favourable 
to  silver,  which  alone  was  coined  in  any  large  quantities,  as  long  as  Uie 
law  oontinued  in  force.  In  1884,  however,  the  quantity  of  gold  in  the 
eagle  was  so  much  reduced  that  the  proportion  was  altered  to  16  to  1,  and 
the  effect  of  the  change  was  a  gradual  substitution  of  gold  for  silver,  as 
the  rate  prevailing  in  the  market  was  about  15|  to  1.  The  dollar  had 
been  formerly  worth  about  4s.  6d.  sterling,  and  after  the  reduction  was 
worth  about  4s.  l^d. ;  and  it  is  a  curious  instance  of  the  tenacity  of  old 
habits  that  though  the  change  was  made  in  1884  it  was  not  till  the 
commencement  of  1874  that  the  Committee  of  the  London  Stock  Ex* 
change  ceased  to  reckon  the  dollars  as  worth  4s.  6d.  in  quotations  of 
United  States  securities.  The  Califomian  discoveries  had  sudi  an  effect 
in  accelerating  the  disappearance  of  the  silver  coin  that  the  GovemmeDt 
was  obliged  in  1858  to  reduce  the  weight  of  the  silver  coins  of  smaller 
denominations  than  one  dollar,  making  the  proportion  in  their  case  U| 
to  1,  and  to  limit  the  amount  for  which  they  should  be  legal  tender. 
The  silver  dollar  continued  until  1878  to  be  legal  tender  to  any  amount, 
but  as  the  proportion  in  the  coinage  was  16  to  1,  while  in  the  market  it 
has  been  generally  below  15 J  to  1,  very  few  silver  dollars  have  been 
coined  since  1858.  In  1878,  the  remarkable  fall  in  the  price  of  silver 
raises  the  proportion  to  a  trifle  above  16  to  1,  and  the  IFnited  States 
Government  seriously  entertained  the  idea  of  returning  to  specie  pay- 
ments on  a  silver  basis,  but  the  price  rose  again  before  it  carried  out  its 
intention.  Both  in  France  and  the  United  States  the  effect  of  the  Cali- 
fomian discoveries  was  to  induce  the  Oovemment  to  issue  small  gold 
coins  of  the  same  denomination  as  the  largest  silver  coins  already  in  use, 
the  five-franc  piece  in  the  one  case  and  the  dollar  in  the  other,  the  two 
coins  being  of  the  same  fineness,  and  very  nearly  of  the  same  weight. 
In  both  countries  it  has  been  found  impossible  to  maintain  the  doable 
standard  in  its  integrity,  and  the  present  state  of  things  must  be  regarded 
as  merely  provisional.  The  United  States  having  adopted  a  high^  pro- 
portion than  France  ha^  done  have  suffered  less  inconvenience  fiom  the 
fluctuations  of  the  market. 

M.  Wolowski,  the  most  eminent  defender  of  the  double  standard,  bases 
his  argument  on  the  very  fact  which  is  generally  regarded  as  affording 
the  strongest  reasons  for  rejecting  it.  In  his  evidence*  before  the 
Monetary  Conunission  in  1870,  he  objects  to  the  use  of  the  phrase 

•    *  6eethe£nquat6,dco.|VolL,p.451,eieeq. 
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standard/'  on  the  gronnd  that  only  one  metal  can  be  the 
standard  at  any  one  time^  and  maintains  that  France  has  had  a  gold  and 
a  silver  standard  alternately.  This  alternation  he  oonsiders  as  extremely 
useftd  in  that  it  conduces  to  stability  in  the  value  of  money.  If  tJie 
value  of  gold  rises  silver  is  nsed  in  its  steady  and  if  silver  rises  gold  is 
used,  and  thus  a  rise  in  the  value  of  the  one  is,  to  some  extent,  counter- 
balanced  by  an  increased  use  of  the  other.  If  all  the  money  in  the 
world  were  made  of  one  metal  alone,there  would,  M.  Wolowski  oonsiders, 
be  more  danger  of  a  rapid  change  in  its  value  than  there  is  at  present, 
now  that  the  effect  of  the  cheapened  production  of  gold  is  counteracted 
by  an  increased  use  of  it  for  purposes  to  which  silver  was  formerly 
applied.  It  must  be  admitted  that  it  is  highly  desirable  to  maintain  the 
value  of  money  at  the  same  level,  and  that  the  substitution  of  one  metal 
for  the  other  has  often  mitigated  the  effects  of  an  improvement  in 
production.  But  even  if  a  gold  standard  were  universally  adopted 
throughont  the  world  silver  coins  would  still  be  used  for  small  payments; 
and  a  rise  in  the  value  of  gold  would  still  be  followed  by  an  increased 
nse  of  silver  coin,  and  vice  versa.  If,  for  instance,  the  average  of  the 
weeidy  wages  of  the  agricultural  labourers  of  this  country  should  again 
M  below  12f.  50c.,  silver  coins  would  again  be  generally  used  for  paying 
their  wages,  instead  of  gold  coins,  as  at  present.  It  is,  moreover, 
probable  that  a  rise  in  the  value  of  gold  would  have  some  efiect  in 
promoting  an  increased  use  of  silver  plate  and  silver  watches  by  those 
who  would  formerly  have  had  such  articles  made  of  gold.  As  regards 
the  present  time  more  particularly  it  must  be  borne  in  mind  that  it  is 
gold  which  is  now  exposed  to  a  certain  and  considerable  depreciation, 
and  that  this  will  certainly  be  retarded  by  whatever  steps  are  taken  to 
obtain  an  increased  employment  for  it.  On  these  grounds,  therefore,  I 
am  inclined  not  to  attach  so  much  weight  to  M.  Wolowski's  argument 
as  he  does  himself.  There  is,  however,  nothing  in  his  opinions  which  is 
inconsistent  with  the  principles  of  Political  Economy,  and  the  task  of  the 
Economist  is  simply  to  point  out  what  are  the  effects  which  follow  from 
any  given  system,  while  it  is  for  the  politician  to  strike  the  balance 
between  the  advantages  and  disadvantages  of  different  systems.  But 
Mr,  Beyd,  the  principal,  if  not  the  only  writer  who  in  this  country 
advocates  the  introduction  of  the  double  standard,  does  so  on  grounds 
which  could  not  be  maintained  by  any  one  well  acquainted  with  the 
principles  of  Political  Economy.  He  is  a  banker  who  is  thoroughly 
&miliar  with  all  the  facts  relating  to  the  production  and  distribution  of 
the  predous  metals,  and  his  work  on  **  Bullion  and  Foreign  Exchanges '' 
is  a  valuable  mine  of  information  to  all  those  who  wish  to  study  the 
details  of  the  subject.    But  with  the  exception  of  a  single  work  of  M. 
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Gheyalier'Sy  he  does  not  appear  to  have  studied  the  writings  of  any 
Political  Economist^  and  the  natural  consequence  has  been  that  in  the 
chapter  which  he  has  devoted  to  a  defence  of  the  double  standard  (part 
III.,  chap.  IV.),  he  has  fallen  into  some  strange  errors.  He  tells  us  that 
if  silrer  is  partially  demonetised,  *.«.,  is  no  longer  used  as  coin,  except 
for  the  purpose  of  small  change,  a  great  stock  of  silver  will  be  thrown 
on  the  market,  which  could  not  be  absorbed  without  submitting  to  a 
great  reduction  in  its  price.  If  the  price  falls  very  considerably,  it  will, 
he  tells  us,  be  impossible  to  maintain  the  English  silver  coin  in  circulation. 
He  says  : — **Let  us  suppose  silver  to  go  down  in  price  some  80  or  50 
per  cent.,  what  would  be  the  inevitable  eflfect  of  this  fall  upon  the  silver 
coinage  still  remaining  in  circulation  ?  The  actual  price  at  which  the 
English  silver  coinage  is  issued  is  66d.  per  oz.  standard ;  in  other 
countries  it  is  issued  at  60|d.  to  61d.  per  oz.,  the  present  market  price 
being  61j^d.  But  let  the  price  of  the  metal,  regulated  simply  by  the 
laws  of  supply  and  demand,  fall  some  80  or  50  per  cent.,  say  to  48d.  or 
81d.  per  oz.,  will  any  one  pretend  to  maintain  that  the  law  of  legal 
tender  will  be  sufficiently  powerful  to  keep  up  the  nominal  value  of  the 
silver  coinage  ?  The  people  may  consent  to  take  a  f arthin  g  bronze  piece 
for  a  penny,  but  they  certainly  will  never  agree  to  take  eightpence  or 
sixpence  for  a  ftdl  shilling."  (p.  609.)  But  he,  gives  us  no  reason  why 
the  nominal  value  of  the  coin  should  not  remain  constant  while  the  price 
of  bullion  is  falling.  Even  so  great  a  diflFerence  aa  fifty  per  cent, 
between  the  value  of  silver  coin  and  an  equal  weight  of  bullion  is  not 
without  a  precedent.  The  people  of  China  were  long  aoocustomed  to  use 
dollars  of  a  particular  pattern,  called  the  Carolus  dollar,  which  were  coined 
by  the  Spanish  Oovernment  in  Mexico,  but  which  were  no  longer  issued 
after  Mexico  achieved  its  independence.  As  time  went  on,  the  Garolas 
dollars  became  scarcer  and  scarcer,  but  the  Chinese  felt  more  confidence 
in  the  purity  of  the  metal  of  which  they  were  made  than  in  that  of  the 
newer  dollars  which  were  coined  in  Mexico  or  elsewhere ;  and,  though 
these  coins  were  of  nearly  the  same  weight  and  fineness  as  a  five-franc 
piece,  they  would  at  one  time  exchange  for  seven-and-a-half  firancs  in 
other  coins.  If  it  be  true  that  people  would  not  take  sixpence  or  eightpence 
for  a  shilling,  it  is  not  from  any  unwillingness  on  the  part  of  the  public, 
but  merely  from  the  inducement  which  a  very  high  seigniorage  wonld 
hold  out  to  private  coiners.  The  law  which  limits  the  use  of  silver  coin 
to  payments  not  exceeding  fifty  francs  renders  it  very  difficult  for 
private  coiners  to  dispose  of  so  large  a  quantity  as  they  must  make  in 
order  to  compensate  the  risk  incurred  by  bi;gaking  the  law ;  but  if  it  be 
true  that  a  profit  of  50  per  cent,  on  each  coin  would  be  sufficient  to 
.render  private  coining  profitable,  &  simple  remedy  can  be  at  onoe 
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apph'ed.  It  is  only  neoessary  for  the  Goyenunent  to  redace  either  the 
weight  or  the  fineness  of  the  coins  (whichever  may  be  foond  most  con* 
Tenient)^  to  sach  an  extent  as  to  afifbrd  no  higher  profit  then  10  per  cent. 
to  private  coiners,  and  their  operations  will  at  once  be  put  an  end  to. 
Mr.  Sejd  contends  that  the  disuse  of  silver  will  be  a  diminution  of  the 
wealth  of  the  world.  After  estimating  the  quantity  of  sflver  coin  which 
will  be  thrown  out  of  circulation  at  twelve  milliards^  and  the  total 
amount  of  gold  and  silver  at  thirty  or  thirty-one  mlDiards,  he  proceeds : 
"We  are  justified,  then,  in  assuming  that  the  solid  circulating  medium 
DOW  ezistingin  the  world  would  suffer  a  somewhat  sudden  reduction  of  some 
thirfey-eight-and-a-half  per  cent.,  for  which  we  could  not  possibly  expect 
to  find  an  immediate  compensation  in  the  increased  supply  of  gold  money, 
or  in  a  considerable  rise  in  the  value  of  gold.  Will  anyone  pretend  to 
deny  but' that  the  withdrawal  of  so  large  a  portion  of  the  world's  solid 
circulating  medium  must  seriously  injure  the  best  and  truest  interests  of 
trade  and  commerce,  and  disastrously  affect  the  social  welfare  of  man- 
kind?'' (p.  612).  It  may  be  doubted  whether  anyone  except  Mr.  Seyd 
himself  will  now  contend  that  the  interests  of  society  can  be  affected 
except  for  good  by  the  substitution  of  gold  for  silver.  It  is  a  mere  sub* 
stitution,  for,  although  Mr.  Seyd  says  that  we  cannot  possibly  receive 
compensation  from  an  increased  supply  of  gold  money,  it  is  scarcely 
possible  for  the  silver  to  disappear  until  the  new  gold  coins  are  ready  to 
take  its  place.  Whenever  a  government  makes  such  a  change  it  always 
allows  sufficient  time^for  the  Mint  to  manufacture  the  new  coins  before 
it  declares  that  the  old  ones  shall  no  longer  be  legal  tender;  and,  even 
if  this  precaution  were  not  adopted,  the  creditors  would  be  willing  to 
accept  silver,  if  silver  were  to  be  had  in  abundance,  and  if  gold  did  not 
exist  in  sufficient  quantities.  Mr.  Seyd  tells  us  that  whatever  differences 
may  exist  among  Political  Economists,  they  are  ail  agreed  that  the  recent 
gold  discoveries  have  given  a  great  impulse  to  industry  and  commerce ; 
and  he  further  gives  us  his  own  opinion  that  an  increase  of  the  currency 
of  a  country,  even  in  the  form  of  inconvertible  notes,  affords  a  stimulus 
to  trade.  "  The  example,"  he  says,  "of  the  United  States,  with  their 
greenback  currency,  is  conclusive  on  this  point,"  (p.  618) ;  and,  on  the 
next  page  he  observes:  "The  converse  surely  must  hold  equally  good, 
therefore,  viz.,  that  the  destruction  of  a  considerable  portion  of  the 
existing  circulating  medium,  the  annihilation  of  part  of  the  world's 
capital,  cannot  but  prove  injurious  to  the  best  and  truest  interests  of 
mankind ;  and  we  are  clearly  justified  in  maintaining  that  the  advocates 
of  the  single  gold  standard,  by  the  projected  universal  \  rohibitions  of 
payments  in  silver,  except  to  an  insignificant  amount,  would  strike  a 
most  serious  blow  agamst  the  advance  of  civilization  and  the  blessings 
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of  social  progrees."  Thus  he  tells  us  that  the  expulsioii  of  silyer  btm 
the  cmrency  of  the  world  woald  be  an  injury  to  trade^  while  he  teib  ub 
that  the  gold  discoyeries  have  given  an  impulse  to  trade ;  and  yet  the 
new  gold  has  been  chiefly  employed  in  filling  the  place  of  the  silver 
expelled  from  countries  where  the  double  standard  is  in  force.  He  tells 
us  that  the  issue  of  greenbacks  has  given  an  impulse  to  the  trade  of  the 
United  States^  and  yet  the  greenbacks  have  been  solely  employed  to  take 
the  place  of  gold  and  silver  coin«  Thus  his  views  are  inconsistent  with 
one  another^  besides  being  opposed  to  those  of  all  Economists  who  have 
written  since  the  time  of  Adam  Smith.  As  the  value  of  money  varies 
inversely  as  its  quantity,  an  increase  of  the  quantity  does  not  increase 
the  wealth  of  a  country,  but  merely  causes  more  money  to  be  used  in 
performing  the  same  amount  of  business.  The  gold  discoveries  have, 
indeed,  imparted  a  certain  direction  to  the  commerce  of  the  world,  for 
they  have  given  rise  to  an  extensive  trade  between  Australia  and  Cali- 
fornia on  the  one  part,  and  the  rest  of  the  world  on  the  other.  But  this 
has  been  a  mere  change  in  the  direction  of  the  current  and  not  an  addi- 
tion to  the  wealth  of  the  world.  The  substitution  of  gold  for  silver 
would  require  a  considerable  exchange  between  the  gold-producing  coun- 
tries and  those  where  silver  coin  is  abundant ;  but  a  mere  increase  of 
trade  is  not  a  benefit  in  itself  unless  it  brings  increased  satigfieu3tioii  to 
human  wants.  If  the  standard  of  value  were  changed  in  every  conntry 
every  three  years  there  would  be  a  more  frequent  exchange  of  gold  for 
silver  between  different  countries  than  there  is  at  present,  but  this 
increase  of  trade  would  be  sunply  an  increase  of  trouble,  and  not  an 
advantage.  It  has  not  been  the  increase  of  the  '' greenback"  cnr- 
rency  which  has  stimulated  the  trade  of  the  United  States,  for  whatever 
may  have  been  the  increase  in  the  nominal  amount  of  the  business  tran- 
sactions of  that  country,  the  increase,  sa  &r  as  it  is  due  to  the  use  of 
^'  greenbacks  "  is  merely  nominal,  and  the  depreciation  of  the  currency 
has  not  raised  the  value  of  commodities.  Whatever  benefits  the  people 
have  derived  from  the  use  of  "greenbacks"  are  owing  to  the  oonvaii- 
ence  which  so  light  and  portable  a  species  of  money  affords  as  compared 
with  gold,  and  to  the  saving  of  labour  which  is  effected  by  the  compara- 
tive disuse  of  so  expensive  a  commodity  as  gold.  Mr.  Seyd  speaks  as  if 
the  silver  which  is  expelled  from  the  currency  is  to  be  lost  to  mankind ; 
but  it  is  easy  to  foresee  that  any  great  M  in  the  value  of  silver  would  be 
followed  by  a  great  increase  in  its  use  for  domestic  utensils  and  other 
purposes.  If  silver  were  to  lose  nineteen-twentieths  of  its  value,  even 
the  worst-paid  labourers  would  probably  use  silver  spoons  and  focks,  and 
other  articles  made  of  silver  would  come  into  general  use.  The  boldeis 
of  silver  would  rather  sell  it  for  one-twentieth  of  its  cost  price  than 
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OxKw  ifc  into  the  sea ;  and  whatever  was  the  extent  of  the  depieoiation, 
it  would  prove  a  benefit  to  the  great  mass  of  the  oommonity.  Patting  an 
extreme  case,  the  ntmost  effect  of  the  depreciation  could  only  be  to  put 
a  temporary  stop  to  the  working  of  diver  mines,  and  it  could  never  be 
fomid  impossible  to  find  some  use  or  other  for  the  existing  stock.  There 
is  yet  another  argument  put  forward  by  Mr.  Seyd  which  seems  the  most 
extraordinary  which  occurs  in  his  chapter  on  this  subject.  It  is  that  the 
{nxddbition  of  the  use  of  silver  for  large  payments  is  a  violation  of  the 
principles  of  Free  Trade.  He  says:  *'  It  is  dear  to  us  that  the  advocates 
and  supporters  of  the  single  gold  standard  offend  against  the  laws  of 
Bound  reasoning  when,  having  taken  their  stand  professedly  upon  the 
broadest  basis  of  the  principles  of  Free  trade,  they,  at  the  end  of  their 
case,  suddenly  turn  round  deliberately  to  demand  the  adoption  of  a  most 
illiberal  and  prohibitory  law  to  put  down  the  use  of  silver  in  ftiture  as 
a  standard  of  value  I  We  cannot  help  looking  upon  such  a  proposition 
as  one  of  the  most  flagrant  and  mischievous  violations  of  the  very  prin- 
ciples upon  which,  up  to  that  point,  all  their  arguments  in  support  of 
the  single  gold  standard  proposed  by  them  have  been  based."  (pp.  642-8). 
I  bave  seen  in  a  comic  journal  a  speech  put  into  the  mouth  of  a  spend- 
thrift  complaining  th^t  Free  Trade  could  not  be  said  to  pretail  so  long 
as  trade  was  shackled  with  the  onerous  and  absurd  condition  that  debtors 
sboold  be  compelled  to  pay  their  tradesmen's  bills.  What  was  there 
add  as  a  joke  differs  very  little  firom  what  Mr.  Seyd  puts  forward  in 
sober  earnest.  Of  all  the  senses  in  which  the  hackneyed  phrase  **  Free 
Trade,"  has  been  used,  the  strangest  is  that  of  freedom  to  the  debtor  to 
choose  whether  or  not  he  will  pay  his  creditor  what  is  of  equal  value  to 
that  which  he  owes.  The  establishment  of  a  gold  standard  does  not 
prevent  creditors  from  accepting  silver  in  any  qufmtities  which  they 
choose ;  but  merely  decides  that  payment  shall  be  made  in  gold  when  no 
stipulation  has  been  made  to  the  contrary*  It  is  necessary  for  the 
(rovemment  to  announce  publicly  what  is  the  form  in  which  it  will 
accept  payment  of  taxes,  and  it  is  convenient,  if  not  absolutely  necessary, 
to  lay  down  some  rule  for  the  guidance  of  the  tribunals  which  may  have 
to  settle  cases  of  unfulfilled  contracts,  and  to  make  gold  coin  legal 
tender  is  merely  to  define  the  meaning  of  the  sums  of  money  in  which 
contracts  are  generally  expressed.  To  demonetise  silver  is  not  to 
interfere  with  the  right  of  individuals  to  exchange  commodities  in  what- 
ever way  is  mntnally  convenient  to  them,  but  is  simply  to  prevent  indi- 
ridoals  from  forcing  others  to  accept  what  they  do  not  want  and  have 
Bot  promised  to  receive.  It  is  to  make  an  arrangement  for  the  general 
convenience  of  society,  and  not  to  interfere  with  the  liberty  of  indi- 
viduals. 
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Where  silver  is  the  standard  of  value  it  is  possible  for  the  people 
to  use  it  for  all  payments^  however  large  or  however  small ;  but  where  a 
gold  standard  is  in  force  ife  would  be  extremely  inconvenient  if  the 
people  were  leffc  without  coins  made  of  some  cheaper  mafcerial  to  be  used 
in  small  payments.     Even  where  silver  is  the  standard  it  is  usual  to 
issue  copper  coins  for  very  small  payments.    In  order  that  these  coins 
may  not  be  melted  down,  as  so  constantly  happens  wherever  the  double 
standard  is  in  force,  it  is  necessary  for  the  Government  to  over-value  the 
metal  of  which  they  are  made  in  comparison  with  that  which  is  the 
standard  of  value.    Thus,  in  the  English  coinage,  silver  is  reckoned  as 
standing  to  gold  in  the  proportion  of  14^  to  1,  while  the  proportion  in 
the  market  is  much  higher.    To  express  the  same  thing  in  other  words, 
an  ounce  of  silver  is  coined  into  5s.  6d.,  while  it  can  be  purchased  in 
the  bullion  market  for  5s.  or  less.    Thus  a  considerable  seigniorage  is 
extracted  from  the  silver  coin,  a  seigniorage  which  is  constantly  varying 
in  amount,  being  sometimes  as  low  as  6  per  cent,  and  sometimes  higher 
than  16  per  cent.    It  is  not  a  fixed  proportion,  as  is  the  case  with  the 
seigniorage  on  gold  coin  which  is  charged  in  France,  for  the  English 
Mint  buys  silver  in  the  market  whenever  the  price  is  low,  or  whenever  it 
is  thought  convenient  to  do  so,  while  the  number  qf  coins  which  are  to 
be  made  out  of  each  ounce  is  fixed  by  law.    As  the  coins  which  weigh 
an  ounce  are  capable  of  discharging  a  debt  of  5s.  6d.,  while  an  ingot 
formed  by  melting  them  would  only  sell  for  5s.  or  thereabouts,  a  loas 
would  be  incurred  by  melting  them,  and  consequently  it  is  never  done. 
The  copper,  or  rather  bronze  coins  are  rated  very  much  in  excess  of 
their  value  as  lumps  of  metal,  the  quantity  of  copper  of  which  a  penny 
is  made  not  being  worth  much  more  than  a  farthing  until  it  has  bebn 
coined.     This  would  hold  out  a  very  strong  inducement  to  private 
coining  were  it  not  that  these  bronze  coins  are  only  legal  tender  to  the 
amount  of  twelve  pence,  and  it  is  therefore  practically  impossible  to 
dispose  of  any  large  quantity.    Unfortunately,  this  difficulty  imposes 
serious  inconvenience  on  some  people  who  have  no  wish  to  break  the 
law,  but  the  nature  of  whose  business  causes  them  to  receive  large 
quantities  of  bronze  coins.     The  keepers  of  public-houses  naturally 
receive  a  large  quantity  of  these  coins  from  the  poorer  classes  of  their 
customers,  and  the  accumulation  in  their  tills  is  so  great  that  their 
landlords  have,  at   least   in    London,    consented   to   receive    large 
sums  in  bronze  in  payment  of  the  rents  of  the  houses.    The  ownas 
of  the  houses   are   generally  the   brewers  whose   beer   is   sold  in 
them,  V  and  some  brewers  have  publicly  stated  that  they  have  lost 
very  large  sums  by  receiving  at  par  large  quantities  of  these  coins 
which  tiiej  are  subsequently  unable  to  di^ipose  of.    To  melt  them  down 
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vonld  entail  a  loaa'of  7^  per  tsent.,  and  the  law  of  legal  tender  renders  it^ 
if  poanble,  to  dispose  of  them  in  any  other  way.  The  remedy  which  is 
required  seems  to  be  not  so  much  an  alteration  of  the  law  as  of  the 
pnctioe  of  the  Mint.  It  would  be  unwise  to  compel  the  Mint  to  receive 
hroiue  coins  in  any  quantities  at  par,  for  this  would  give  rise  to  private 
anniiig  on  a  large  scale,  and  would  entail  a  ruinous  expense  on  the 
Government.  But  though  the  law  cannot  well  be  altered,  a  practice 
m^ht  be  introdnced  at  the  Mint  of  applying  to  the  principal  breweries 
far  bronze  coins  whenever  they  were  asked  for  by  the  public  instead  of 
at  once  issuing  new  ones  as  is  now  done.  Thus  the  old  stock  would  be 
properly  utilised  instead  of  new  ones  being  issued  in  one  part  of  London 
while  heaps  of  old  ones  are  lying  unused  in  another.  The  same  incon* 
venience  has  been  sometimes  experienced  with  regard  to  the  silver  coin. 
At  periods  when  there  is  great  activity  in  the  manufacturing  districts 
the  public  call  for  large  quantities  of  silver  coin,  and  the  scarcity  of  it  is 
sometimes  so  great  that  manufacturers  are  willing  to  pay  their  bankers 
a  premium  to  obtain  it.  When  a  period  of  stagnation  returns  and  there 
are  no  longer  such  large  amounts  of  wages  to  be  paid,  the  silver  coins 
accomulate  in  the  vaults  of  the  Bank  of  England,  and  on  some  occasions, 
as  in  18S1  and  1836,  the  directors  have  been  obliged  to  melt  down  large 
quantities  and  sell  them  as  bullion,  thus  inflicting  a  considerable  loss  on 
that  establishment.  By  a  clause  in  the  Bank  Act  of  1844  the  Bank  of 
England  is  allowed  to  keep  a  quarter  of  its  reserve  in  silver,  and  I 
pesome  that  since  the  passing  of  that  Act  the  directors  have  not  found 
it  necessary  to  resort  to  so  expensive  an  expedient.  The  reserve  which 
that  Act  compels  the  Bank  to  retain  has  scarcely  ever  been  less 
than  150,000,000f.,  and  is  generally  about  250,000,000£,  and  the 
aocmnnlation  of  silver  coin  has  probably  never  amounted  to  one-fourth  of 
the  smaUer  of  these  sums,  and,  at  all  events,  I  am  not  aware  that  it 
has  ever  been  found  necessary  to  melt  down  silver  coin  since  1844. 
H.  Wolowski  *  adduces  the  fact  that  this  clause  was  inserted  in  the  Bank 
Act  as  a  proof  that  the  working  of  the  English  system  of  a  single  gold 
Btandard  is  not  altogether  satisfactory,  and  supports  his  opinion  by 
referaioe  to  that  of  Sir  Robert  Peel,  who  proposed  the  clause  in  question 
on  dns  very  ground,  that  it  would  mitigate  the  inconvenience  of  a  single 
Btandard.  It  must  be  admitted  that  there  is  an  inconvenience,  and  as  the 
remedy  whidi  has  been  applied  inflicts  another  inconvenience  on  the 
Bttk  of  England  by  enforcing  the  maintenance  of  a  larger  reserve  than 
is  rea&y  necessary,  it  cannot  be  regarded  as  quite  satisfactory.  But  the 
inoonvenienoe  which  is  thus  occasioned  is  slight  in  comparison  with  that 

*  BnquSte,  etc.,  vol.  I.,  p.  477. 
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to  whioh  those  nationfl  are  exposed  who  maintain  a  doable  standard,  as 
they  are  always  saffering  from  a  scarcity  of  one  or  other  metal  We  in 
England  do  occasionally  feel  a  scarcity  of  silver  coin,  bnt  this  is  only 
because  the  Mint  is  not  large  enongh  to  sapply  a  sudden  and  large 
demand  The  difficulty  is  purely  mechanical^  and  could  be  got  over  hj 
enlarging  the  Mint,  or  by  calling  in  the  assistance  of  private  Mints  in 
times  of  pressure,  and  is  not  caused  by  the  melting  of  the  coin,  as  is  bo 
often  the  case  in  other  countries,  but  simply  by  a  change  in  the  wants  of 
the  community. 
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CHAPTEE  IV.— CREDIT. 

USE  OF  CREDIT — ^BILLS  OP  EXCHANGE — ^BANK  KOTBS— CHEQUES — 
CLEABINGhHOUSE— CHEQUE  BANKS. 

Ai/FHOUGH  the  use  of  money  is  extremely  advantageous,  and  even 
neeessaiy  to  every  society  in  which  trade  has  advanced  beyond  its  rudest 
eftage,  it  is  not  altogether  unaccompanied  by  a  disadvantage  which  it  is 
desirable  as  ikr  as  possible  to  minimise.  Inconvenient  as  it  is  to  con* 
duct  an  trade  by  means  of  barter,  the  system  possesses  at  least  this 
advantage,  that  the  whole  labour  of  the  producers  is  devoted  to  the  pro- 
duction of  articles^  which  are  required  for  their  own  sakes ;  while  in  a 
country  where  money  is  used,  some  portion  of  the  labour  of  the  people 
must  be  employed  in  producing  the  money  itself,  and  in  transporting 
it  from  place  to  place.  If,  therefore,  a  method  can  be  devised 
by  which  the  people,  without  returning  to  barter,  can  effect  their 
exchanges  with  a  smaller  quantity  of  money,  a  great  benefit  will  be . 
conferred  on  the  whole  people.  The  quantity  of  gold,  silver,  and  copper 
coins  in  this  country  is  supposed  to  be  equivdent  to  about  two  miDiards 
and  a  half,  and  this  sum  represents  the  labour  of  three  million  men  for  a 
whole  year.  If  a  method  could  be  devised  for  dispensing  altogether  with 
this  vast  sum  of  money  without  using  any  substitute  for  it,  the  advantage 
would  be  gained  of  applying  the  whole  quantity  of  gold,  silver,  and 
copper  to  various  domestic  uses,  and  the  people  would  thus  obtain  the 
benefits  of  the  labour  of  three  million  men,  while  so  much  labour  as  is 
employed  in  producing  articles  to  be  exchanged  for  the  gold  and  silver 
used  to  replenish  the  currency  could  be  devoted  to  some  other  purpose. 
Credit  affords  the  means  of  approximating,  though  not  of  attaining,  to 
this  ideal  perfection.  If  a  person  who  wishes  to  obtain  an  article  gives 
no  money,  but  a  promise  to  give  money  at  a  future  time,  the  use  of  coin 
is  dispensed  with,  at  least  so  £u*  as  that  particular  transaction  is 
concerned  ;  and  though  it  is  true  that  the  promise  must  be  redeemed  at 
a  future  time,  it  does  not  follow  that  coin  will  even  then  be  required. 
Before  the  time  has  arrived  for  its  fulfilment,  the  original  seller  may 
purchase  something  from  the  original  buyer,  and  if  the  two  articles  are 
of  the  same  value,  and  the  two  promises  are  fulfilled  at  the  same  time, 
one  may  be  set  off  against  the  other,  and  no  transfer  of  coin  need  take 
place.    Tiiade,  thus  conducted,  is  barter  relieved  from  the  difficulty  that 
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the  wants  of  buyers  and  sellers  are  not  felt  at  the  same  time.  The 
articles  produced  by  different  persons  are  exchanged  for  one  anoth^,  bat 
by  means  of  credit  the  operation  of  exchanging  is  spread  over  a 
considerable  time,  to  the  mutual  convenience  of  both  parties.  The 
simplest  form  in  which  credit  of  this  kind  is  giyen  is  that  of  book-credit, 
%,e.,  where  the  seller  of  an  article  merely  makes  an  entry  in  his  books  to 
the  effect  that  the  purchaser  owes  him  a  certain  sum  for  the  goods 
supplied.  Where  two  tradesmen  supply  each  other  with  goods,  and  are 
alternately  in  each  other's  debt,  no  transfer  of  coin  need  take  place  until 
they  have  made  up  their  books  at  the  end  of  the  month,  the  quarter,  or 
the  year  ;  and  even  then  the  sum  required  is  not  the  total  amount  of  the 
transactions,  but  the  difference,  if  any,  between  the  debts  respectively 
owing  by  each  of  the^two  parties  to  the  other.  A  large  number  of 
transactions  between  dealers  are  settled  in  this  manner,  and  a  still  larger 
number  are  settled  by  the  same  process  in  a  somewhat  more  complicated 
form.  Instead  of  two  parties  setting  off  their  respective  debts  against 
each  other,  they  settle  them  by  transferring  debts  due  fix)m  third  parties ; 
and  a  class  of  men  soon  arises  who  make  it  their  business  to  effect  these 
settlements.  The  use  of  credit  not  only  enables  a  people  to  dispense 
with  coin,  but  also  renders  it  more  easy  to  transfer  capital  from  the 
hands  of  possessors  who  do  not  know  how  to  employ  it,  to  the  hands  of 
those  who  have  the  necessary  skill  and  enterprise  to  employ  it  with 
advantage,  but  do  not  possess  a  sufiBcient.  quantity.  Without  credit  it 
would  be  more  difficult -for  the  capital  to  come  into  the  possession  of 
those  who  are  able  to  make  the  best  use  of  it,  and  a  country  where  the 
transfer  can  be  easily  effected  possesses  a  certain  advantage  over  others 
in  the  competition  of  industrial  life.  In  England  this  is  easily  effected 
through  the  medium  of  bankers.  Those  who  have  capital  which  they 
are  unable  to  employ,  sell  it,  and  deposit  the  money  in  a  bank,  and  the 
bank,  in  turn,  lends  money  to  manufacturers  or  others,  which  enables 
them  to  procure  capital  to  be  employed  in  producing  articles  which  are 
required  by  the  public.  Mr.  Bagehot  has  given  us  an  illustration  of  the 
advantage  which  England  derives  from  the  greater  development  of  its 
system  of  credit  in  competition  with  other  countries  which  are  less 
advanced  in  this  respect,  in  a  passage  which  deserves  to  be  quoted  at 
length  : — '^  In  a  new  trade,  English  capital  is  instantly  at  the  disposal 
of  persons  capable  of  understancUng  the  new  opportunities,  and  of  miiing 
good  use  of  them.  In  countries  where  there  is  little  money  to  lend,  and 
where  that  little  is  lent  tardily  and  reluctantly,  enterprising  traders  are 
long  kept  back  because  they  cannot  at  once  borrow  the  capital,  without 
which  BkiU  and  knowledge  are  useless.  All  sudden  trades  come  to 
England,  and,  in  so  doing,  often  disappoint  both  rational  probability  and 
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the  predicfcionB  of  philosophers.  The  Suez  Canal  is  a  canons  case  of 
this.  AU  predicted  that  the  Canal  would  nndo  what  the  discovery  of 
the  passage  to  India  round  the  Cape  effected.  Before  that  all  Oriental 
trade'  went  to  ports  in  the  south  of  Europe,  and  was  thence  diffused 
through  Europe.  That  London  and  Liverpool  should  be  centres  of  East 
Indian  commerce  is  a  geographical  anomaly,  which  the  Suez  Canal,  it 
was  said,  would  rectify.  '  The  Greeks,'  said  M.  de  Tocqueville,  *  the 
Styrians,  the  ItaUans,  the  Dalmatians,  and  the  Sicilians,  are  the  people 
who  will  use  the  Canal,  if  any  use  it.'  But,  on  the  contrary,  the  main 
Xkse  of  the  Canal  has  been  by  the  English.  None  of  the  nations  named 
by  Tocqueville  had  the  capital,  or  a  tithe  of  it,  ready  to  build  the  large 
screw-steamers  which  alone  can  use  the  Canal  profitably."  *  I  would 
not  ascribe  too  much  to  the  influence  of  credit  in  this  case,  for  the 
possession  of  abundant  coal  and  iron  mines  gives  England  a  great 
advantage  over  Southern  Europe  in  the  manufacture  and  equipment  of 
screw-steamers  ;  and,  as  regards  the  Greeks,  the  interference  of  their 
Government  greatly  impedes  the  construction  of  iron  ships.  I  merely 
cite  it  as  an  instance  of  the  way  in  which  a  speedy  transfer  of  capital 
from  hand  to  hand  may  give  one  nation  a  good  start  in  the  race  of 
industry.  The  use  of  credit  is  beneficial  by  affording  an  encouragement 
to  honesty  and  punctuality  in  matters  of  business,  and  thus  often 
assisting  a  man  of  good  character,  but  of  comparatively  small  means,  to 
obtain  the  wealth  which  he  has  shown  himself  capable  of  employing  to 
the  advantage  of  the  community.  There  is  a  general  belief  that  men 
are  respected  in  the  City  in  proportion  to  their  wealth,  but  all  who  are 
engaged  in  money-lending  know  that  this  belief  is  erroneous,  and  that  a 
man  of  good  character  can  obtain  a  loan  on  better  terms  than  a  much 
wealthier  man  who  is  addicted  to  questionable  practices  in  his  business. 
In  Scotland  it  is  a  common  practice  for  a  bank  to  give  credit  to 
respectable  people  for  a  small  sum  which  will  enable  them  to  set  up  in 
business  ;  and  many  a  frugal  and  honest  person  has  thus  received  a  start 
in  life  which  has  led  to  the  acquisition  of  a  considerable  fortune.  In 
England  such  a  practice  has  not  been  reduced  to  a  system,  but  Sir 
Arthur  Helps  mentions  in  his  life  of  the  late  Mr.  Brassey  that  that 
eminent  contractor  was  enabled,  by  the  kind  assistance  of  a  bank,  to 
obtain  the  capital  which  was  needed  to  undertake  his  first  contract,  so 
that  it  was  owing  to  credit  that  he  was  started  in  his  remarkable  career. 
Whenever  public  attention  is  arrested  by  some  scandalous  abuse  of  credit, 
observations  are  made  implying  that  credit  itself  is  at  fault,  and  that  it 

*  Lombard-Btreet :   A  Description  of  the  Honey  Market    By  Walter  Bagehot. 
London,  1873.     p.  14. 
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would  be  better  if  no  buaineEB  were  done  except  for  ready  money.  The 
person  who  has  been  victimised  often  gets  little  sympathy,  but  is  thought 
a  fool  for  his  credulity,  and  it  is  represented  as  the  part  of  a  wise  man 
to  place  confidence  in  no  one.  Yet,  if  there  be  anything  at  which  ibe 
reformers  of  humanity  should  aim,  they  should  surely  strive  to  raise  the 
moral  standard  of  the  race  to  such  a  point  that  everyone  could  safely 
trust,  not  merely  his  relations  or  intimate  friends,  but  every  stranger, 
with  the  whole  of  his  fortune,  if  occasion  required  it ;  and  as  sudi  a 
feeling  of  confidence  can  only  be  generated  by  constant  practice,  we 
ought  to  regard  the  development  of  credit  as  a  beneficial  influence  in  the  j 

improvement  of  mankind.  All  who  are  engaged  in  money-lending; 
whether  bankers,  bill-brokers,  or  others,  are  obUged,  for  their  own  safety, 
.  to  watch  as  carefully  as  possible  the  conduct  of  those  to  whom  they  lend, 
and  the  supervision  thus  exercised  must  tend  to  promote  honourable 
conduct  among  men  of  business,  every  one  of  whom  knows  that  he  may 
at  any  time  be  obliged  to  borrow,  and  that  any  misconduct  on  his  part 
will  be  sure  to  bring  its  appropriate  punishment  when  the  day  of  need 
arrives.  Mr.  Gilbart,  in  his  ''  Practical  Treatise  on  Banking,"  ascribes  a 
beneficial  influence  to  the  establishment  of  a  bank  in  a  country  town,  on 
account  of  the  supervision  which  its  manager  exercises  over  the  condact 
of  the  local  tradesmen,  and  the  same  influence  must  be  felt  in  other 
places. 

It  must  not  be  supposed  that  credit  adds  anything  to  the  wealth  of  the 
country,  for  it  merely  affords  the  means  of  transferring  wealth  from  hand 
to  hand.  It  is  sometimes  said  that  credit  is  capital,  but  such'a  notion 
is  quite  inconsistent  with  the  definition  of  capital  which  has  been  adopted 
in  the  present  work.  Capital,  as  the  term  is  here  used,  consirts  of  the 
food  and  clothing  which  labourers  require  while  they  are  labouring,  and 
it  is  clear  that  no  pieces  of  paper  or  entries  in  books  can  fulfil  the 
function  of  maintaining  labourers.  All  that  credit  does  is  to  enable 
those  who  know  how  to  make  a  good  use  of  capital  to  obtain  possesBioa 
of  it  for  so  long  a  time  as  will  enable  them  to  produce  some  articles  by 
the  sale  of  which  they  can  obtain  enough  money  to  discharge  their 
obligations.  It  would  not  be  sufBicient  for  persons  to  lend  money  to 
Bailway  Companies  unless  the  country  contains  sufficient  capital  to 
support  the  labourers  required  to  construct  the  railways,  and  a  country 
which  imports  food  receives  assistance  fifom  foreign  countries  although 
nothing  may  be  actually  lent  by  foreigners  to  its  inhabitants.  As  on  the 
one  hand  the  advantages  of  credit  ought  not  to  be  over-estimated,  so, 
on  the  other  hand,  its  disadvantages  should  not  be  too  highly  coloured. 
When  a  commercial  crisis  takes  place  people  are  apt  to  ascribe  it  to  the 
use  of  credit,  but,  in  reality,  the  disaster  is  generally  the  effect  of  natonil 
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canaefi,  and  wonld  take  place  if  credit  were  imknown.  Credit^  in  fact, 
rather  mitigatea  than  aggravates  the  calamity,  and  though  it  takes  the 
fona  of  a  general  inabilit j  to  fiilfil  pecuniary  engagements,  this  is  merely 
tibe  form,  and  the  distress  which  constitutes  the  calamity  would  be  quite 
a8  great  if  there  were  no  debts  to  diachai^.  The  most  general  cause  of 
a  commercial  crisis  is  a  bad  harvest,  which,  by  raising  the  price  of  com, 
oompels  many  people  to  reduce  their  expenditure  on  other  articles,  and 
thus  disappoints  the  expectations  of  producers  and  distributors  engaged 
in  yarions  branches  of  industry,  and  renders  them  unable  to  meet  their 
engagements.  I  may  quote  another  passage  from  the  instructiye  and 
entertaining  work  which  I  have  just  referred  to.  '^^1  the  industries, 
A,  B,  0,  B,  up  to  Z,  are  somewhat  affected  by  an  augmentation  in  the 
price  of  com,  and  the  most  affected  are  the  large  ones,  which  produce 
the  objects  in  ordinary  times  most  consumed  by  the  working  classes. 
The  dotbing  trades  feed  the  difference  at  once,  and  in  this  country  the 
liquor  trade  (a  great  source  of  English  revenue)  feels  it  almost  equally 
soon,  especially  when  for  two  or  thre^  years  harvests  have  been  bad  and 
com  has  long  been  dear,  every  industry  has  been  impoverished,  and 
almost  every  one,  by  becoming  poorer,  makes  every  other  poorer  too.'' 
(Lombard-street,  pp.  127-8.)  The  disturbances  would  be  quite  as 
great  as  at  present,  even  if  no  business  was  transacted  except  for  ready 
money.  Under  any  system,  producers  and  dealers  would  accumulate 
stocks  of  conunodities  in  order  to  supply  the  wants  of  the  public,  and  a 
bad  harvest  would  have  the  effect  of  diminishing  the  sales  of  clothing, 
Uqnor,  and  other  articles  which  the  holders  had  counted  on  being  able  to 
dispcm  of.  Not  being  able  to  findsuch  a  ready  sale  for  their  goods,  they 
would  make  smaller  profits,  and  would  be  forced  to  dismiss  many  of 
the  persons  who  were  in  their  employ,  and  these  again,  being  thrown 
out  of  work,  would  be  less  able  to  purchase  goods  from  other  pro- 
ducers, and  the  distress  would  thus  be  propagated  through  the  whole 
community.  The  distress  is  caused  not  by  men  trusting  one  another, 
but  by  less  wealth  being  produced,  and  its  becoming  necessary  for 
many  people  to  cease  from  working  in  the  mode  to  which  they  are  ac- 
customed. A  co-operative  store  where  no  credit  is  given  is  not  secure 
against  such  reverses  of  fortune,  for  its  usual  customers  may  suddenly 
find  themselves  unable  to  make  their  usual  purchases,  and  the  managers 
of  the  store  may  find  themselves  unable  to  pay  the  wages  of  the 
shopmen  and  clerks  employed.  A  few  years  ago.  Sir  James  Martin, 
the  prime  ndnister  of  New  South  Wales,  was  defeated  in  the  Legislative 
Assembly,  and  thereupon  dissolved  that  body  so  suddenly  that  it  had  not 
time  to  vote  the  supplies.  For  a  month  or  so  the  civil  servants  were 
maUfi  to  obtain  their  usual  salaries,  and  the  ccmsequence  was,  that  the 
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co-operative  store  which  they  had  established  on  the  principle  of  giving 
no  credit  was  almost  deprived  of  custom,  and  must  have  been  closed  if 
assistance  had  not  been  obtained  from  a  bank.  Thus  a  society  which  set 
its  face  against  credit  was  itself  obliged  to  resort  to  credit  in  an  extra* 
ordinary  emergency,  and  yet  its  customers  belonged  to  the  cLass  whose 
incomes  are  beyond  all  others  the  most  certain  to  be  punctually  received. 
As  in  this  case  of  a  particular  society,  so  in  that  of  traders  in  general, 
a  resort  to  credit  is  the  best  and  almost  the  only  means  of  tiding  over  a 
temporary  difficulty.  As  manufacturers  make  a  much  larger  quantity  of 
goods  than  they  could  purchase  with  their  own  money,  because  they 
reckon  on  being  able  to  dispose  of  them  again,  any  sudden  turn  in  the 
market  may  leave  them  with  a  large  stock  in  hand  which  they  do  not 
themselves  require;  and  which  they  cannot  dispose  of.  An  advance  of 
money  will  enable  them  to  keep  their  factories  at  least  partially  employed 
until  a  favourable  opportunity  for  disposing  of  their  stock  arrives ;  and, 
if  they  are  unable  to  obtain  a  loan,  they  may  be  obliged  to  sell  their 
goods  at  greatly  reduced  prices,  and  altogether  close  their  factories. 
Not  only  would  their  own  loss  be  greater,  but  the  suffering  would  be 
propagated  among  all  those  who  are  in  any  way  directly  or  indirectly 
dependent  upon  them,  and  though  it  is  true  that  then:  liabilities  wonld 
not  have  been  so  great  if  they  had  not  accumulated  stock  in  anticipation 
of  a  demand  for  it,  we  must  remember  that  it  is  to  the  advantage  of 
consumers  that  a  large  stock  should  be  always  ready  to  meet  any  sadden 
demand.  If  a  country  is  able  by  means  of  credit  to  obtain  a  large 
quantity  of  food  from  abroad,  the  evils  of  a  bad  harvest  can  be  very 
greatly  mitigated,  and  if  the  loan  is  repaid  by  means  of  the  subseqnent 
production  of  other  articles  which  foreigners  require,  the  relief  is  obtained 
without  inflicting  any  injury  upon  foreigners.  A  country  which  has  not 
the  means  of  borrowing  in  a  time  of  difficulty  is  exposed  to  all  the  evils 
of  a  famine  whenever  its  own  harvest  is  deficient ;  and  even  though 
credit  is  neither  given  nor  taken,  universal  distress  will  be  found  to  pre- 
vail. A  common  feature  in  a  commercial  crisis  is  the  inability  of 
railway  companies  to  meet  their  engagements ;  but  it  is  not  because 
people  give  credit  to  railway  companies  that  a  stagnation  of  railway 
enterprise  takes  place,  but  because  there  is  not  sufficient  capital  in  the 
country  to  complete  all  the  schemes  of  railway  promoters ;  or  else 
because  some  of  them  are  badly  planned,  and  would  have  proved  unpro- 
fitable if  carried  out  by  men  who  embarked  in  them  no  one's  money 
except  their  own.  Where  credit  is  used  to  bring  capital  into  the  hands 
of  those  who  will  squander  it  in  useless  luxury,  or  in  enterprises  which, 
though  intended  to  be  useful  to  society,  are  so  ill-conceiv©i  or  ill-exe- 
cuted as  to  prove  altogether  useless,  there  is,  of  course^  no  benefit^  bat 
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only  an  injinj  done  to  society.  Credit  in  itself  can  neither  add  to  nor 
diminish  the  wealth  of  a  conunnnity,  and  is  only  so  &r  beneficial  as  it 
enables  the  capital  which  the  community  possesses  to  be  more  elffectiTely 
employed.  Haying  thus  taken  a  gencoral  view  of  the  advantages  and 
disadvantages  of  credit  as  a  system^  I  pass  on  to  an  examination  of  some 
of  the  particular  forms  which  it  assumes. 

Next  to  book-credit,  the  simplest  form  which  credit  assumes  is  that  of 
a  bill  of  exchange.  In  every  trade  there  is  a  custom  of  giving  credit  for 
a  oertain  time  after  the  goods  are  delivered,  it  may  be  for  one  month, 
more  usually  for  three  months;  and  in  some  cases,  where  the  traders 
reside  at  great  distances  from  each  other,  for  as  much  as  two  years. 
Whffli  a  manufacturer  has  supplied  goods  to  a  wholesale  dealer,  he  writes 
an  order  on  the  latter,  telling  him  to  pay  the  price  to  a  third  party  as 
soon  as  the  customary  period  for  giving  credit  (in  commercial  language 
the  ^^ prompt")  has  expired.  This  order  is  called  a  bill  of  exchange, 
and  is  said  to  be  ^' drawn"  by  the  creditor  and  '^accepted"  by  the 
debtor,  ».6.,  signed  by  him  as  an  acknowledgement  of  the  debt»  and  a 
promise  to  pay  it  on  the  specified  day.  Bills  of  exchange  are  mainly 
usefal  in  two  ways.  First,  they  are  used  to  save  the  trouble  and  expense 
of  remitting  specie  to  distant  places.  If  the  tradesmen  of  Manchester 
have  bought  goods  from  London,  and  the  manufiicturers  of  Manchester 
have  sold  goods  in  London,  bills  of  exchange  afford  the  means  of  dis- 
pensing with  the  double  transmission  of  specie  to  discharge  both  sets  of 
obligations.  The  manufacturers  draw  bills  on  their  London  oorre- 
spondents,  %.€.,  order  them  to  pay  the  money  which  is  owing  for  the 
goods,  not  to  the  manufiicturers  themselves,  but  to  the  London  trades- 
men who  have  sold  goods  in  Manchester,  and  sell  these  bills  to  the 
Manchester  tradesmen,  who  remit  them  to  their  London  correspondents. 
Thus,  supposing  thodebts  due  in  London  to  be  equal  in  amount  to  those 
due  in  Manchester,  e,g.,  a  million  ftuncs  in  each  place,  no  specie  need  be 
transmitted  in  either  direction.  One  million  francs  is  paid  in  Man- 
chester from  the  tradesmen  to  the  manufiicturers,  and  another  million  is 
paid  in  London  by  one  set  of  dealers  to  another  set.  Of  course,  in 
practice,  the  amounts  due  in  different  places  are  seldom  exactly  equal, 
and  it  is  firequently  necessary  to  transmit  specie ;  but  this  is  only  done  in 
order  to  discharge  the  balance  which  remains  after  a  much  laiger  amount 
has  been  settled  without  any  coin  being  used.  BOls  of  exchange  are  said 
to  have  been  first  used  by  the  Lombard  merchants  of  the  middle  ages, 
who  resorted  to  them  in  order  to  save  themselves  the  trouble  and  expense  of 
transmitting  specie  firom  place  to  place,  and  the  expedient  is  so  simple, 
and  so  convenient,  that  it  would  seem  as  if  it  were  certain  to  be  em- 
ployed in  every  country  where  commerce  has  grown  to  large  proportions. 
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Commerce  between  foreign  countries  is  transacted  almost  entirely 
by  means  of  bills ;  but  it  must  not  be  supposed  that  there  is  any  likeli- 
hood that  bills  will  be  able  to  supersede  coin  altogether^  either  in  foreign 
or  in  internal  conmierce.  Do  what  we  will,  there  will  always  be  some 
difference  between  the  debts  due  to,  and  those  due  from,  the  traders  of  a 
particular  place  at  any  particular  time,  and  coin  or  bullion  must  be 
transmitted  to  secure  the  punctual  payment  of  bills.  Secondly,  the 
practice  of  drawing  biUs  enables  a  trader  to  obtain  payment  for  his  goods 
before  the  **  prompt "  has  expired.  The  drawer  of  a  bill  usually  sends  it 
to  his  banker,  who  undertakes  to  present  it  when  due ;  and  as  the  ac- 
ceptor usually  makes  it  payable  at  his  bankers',  the  great  mass  of  bills  are 
usually  in  the  hands  of  bankers  from  the  time  when  they  are  drawn  to  the 
time  when  they  are  paid.  Bankers  thus  become  tolerably  familiar  with  the 
signatures  of  various  firms  besides  their  own  customers,  and  also  with  the 
general  amount  of  the  bills  which  they  accept,  and  with  their  character 
as  men  of  wealth  and  of  business  habits ;  and  as  bankers  are  always 
ready  to  give  one  another  information  as  to  the  respectability  of  their 
customers,  they  are  able  to  form  a  pretty  correct  judgment  as  to  the 
probability  of  a  bill  being  paid  when  it  becomes  due.  A  practice 
therefore  springs  up  by  which  a  trader  who  wishes  to  get  his  money 
before  the  '^  prompt "  has  expired  sells  the  bill  which  he  has  drawn  to 
his  banker,  the  latter,  of  course,  receiving  the  money  when  the  bill  is 
paid.  The  banker,  in  consideration  of  his  having  to  wait  for  some  time 
for  his  money,  does  not  give  his  customer  the  whole  amount  of  the  bill, 
but  deducts  a  small  portion  for  his  own  benefit,  which  is  called  the 
discount,  and  purchasing  a  biQ  in  this  way  is  called  discounting  it.  The 
discount  is  in  proportion  to  the  amount  of  the  bill  and  to  the  time  which 
it  has  to  run,  or,  in  other  words,  which  must  elapse  before  it  is  paid,  and 
is  said  to  be  so  much  per  cent,  per  annum.  Thus,  supposing  the  rate 
to  be  4  per  cent,  per  annum,  and  a  banker  agrees  to  discount  a  bill  for 
10,000f.  which  has  three  months  to  run,  he  will  only  give  his  customer 
9,900f.,  and  will  take  lOOf.,  or  1  per  cent,  for  a  quarter  of  a  year,  for 
his  own  profit.  Not  only  is  the  rate  or  discount  different  for  different 
persons,  according  to  their  reputation  for  respectability  and  wealth, 
but  the  rate  of  discount  which  is  charged  to  first-class  houses,  whose 
&ilure  is  scarcely  regarded  as  possible,  is  perpetually  varying,  and 
has  often  been  changed  ten  times  in  a  single  year.  The  causes  of  these 
changes  will  be  discussed  in  a  future  chapter,  but  it  is  suficient  to  say 
here,  that  the  rate  rises  when  bankers  are  besieged  with  numeroas 
applications  from  borrowers,  and  falls  when  they  have  large  sums  in 
their  possession  which  they  are  anxious  to  lend.  It  having  been  found 
that  bills  are  a  convenient  means  of  raising  money,  a  practice  has  arisen 
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of  drawing  bills  simply  for  the  purpose  of  getting  them  diaoonnted,  ue.,  of 
borrowing  money  npon  them.  An  English  bill  bears  on  it  the  words 
"valae  reoeived/'  which  denote  that  it  is  drawn  on  aooonnt  of  a  debt 
due  for  the  valae  of  goods  received  by  the  acceptor  from  the  drawer, 
and  the  law  now  requires  that  these  words  shall  appear  on  every  bill,  in 
default  of  which  its  payment  cannot  be  legally  enforced.  When,  there- 
fore, persons  who  are  not  engaged  in  business  draw  and  accept  bills, 
they  are  obliged  to  insert  these  words,  even  though  nothing  of  any  value 
has,  in  fact,  been  received,  and  it  is  perhaps  for  this  reason  that  bills  of 
this  class  are  called  "  fictitious  bills."  Were  it  not  for  these  words,  there 
is  no  more  reason  why  one  of  these  bills  should  be  called  ficticious  than 
an  ordinary  one  arising  out  of  a  commercial  transaction.  A  person  who 
18  in  need  of  money  gets  a  friend  to  "accept"  a  bill  for  him,  i.e.,  to 
promise  to  pay  a  specified  sum  on  a  specified  day,  the  understanding 
being  that  before  the  day  arrives  the  drawer,  who  is  the  person  who 
wishes  to  borrow,  will  provide  the  money  with  which  the  acceptor 
is  to  pay  the  bill.  The  bill  having  been  duly  drawn  and  accepted  is 
taken  to  a  money-lender  and  discounted,  and  provided  that  it  is  paid 
when  due  no  harm  is  done  to  anybody,  but,  on  the  contrary,  two  or 
three  persons  have  been  benefitted  by  the  transaction.  BiUs  of  this 
class  are  indeed  less  likely  to  be  paid,  and  are  discounted  at  a  higher 
rate  than  commercial  bills  by  a  class  of  money-lenders  inferior 
in  standing  to  the  bankers  and  bill-brokers  who  perform  the  same 
office  for  merchants  and  manufacturers,  and  there  is  certainly  some 
reason  for  the  distrust  with  which  they  are  regarded.  But  the  same 
disparaging  epithet  is  applied  to  bills  of  a  different  order  drawn  or 
accepted  by  bankers  for  the  purpose  of  borrowing  and  lending  money, 
and  whenever  it  is  known  or  suspected  that  large  quantities  of  such  bills 
are  in  circulation,  the  most  melancholy  vaticinations  may  be  heard  as  to 
the  disastrous  results  which  the  issue  of  so  much  fictitious  paper  will 
produce.  During  the  earlier  part  of  the  year  1878  it  became  known 
that  American  bankers  were  borrowing  large  sums,  to  the  amount,  it 
was  said,  of  200,000,000f.  from  London,  by  means  of  bills  sent  thither 
to  be  discounted,  and  the  "  Times  "  at  once  predicted  that  the  issue  of 
so  much  fictitious  paper  must  be  followed  sooner  or  later  by  a  general 
break-up  of  credit.  It  is  perfectly  true  that  a  commercial  crisis  did 
occnr  in  the  United  States  in  September  of  the  same  year,  but  it  would 
iiot  be  easy  to  establish  any  connexion  between  the  two  circumstances. 
It  is  not  the  form  in  which  credit  is  given,  but  the  extent  to  which  it  is 
given  ^to  persons  who  are  unable  to  meet  their  engagements,  which  causes 
the  general  collapse  which  is  called  a  commercial  crisis.  So  long  as  the 
American  banks  were  able  to  pay  their  debts,  it  did  not  matter  whether 

Y  2 

Digitized  by  VjOOQIC 


824  BANK  NOTBS. 

the  bilLs  which  they  drew  on  London  represented  debts  owing  to  them 
from  London  bankers  or  were  merely  drawn  as  a  means  of  borrowing 
money.  The  banks  which  discounted  them  were  interested  in  knowing 
whether  the  names  which  they  bore  were  a  sufficient  guarantee  for  their 
punctual  payment,  but  beyond  this  there  was  no  reason  why  they  should 
ooncem  themselves  about  the  origin  of  the  bills.  As  the  extent  of  a 
man's  business  imposes  a  limit  to  the  amount  of  bills  which  he  can  draw 
against  sales  of  commodities,  he  cannot  incur  such  heavy  liabilities  by 
means  of  such  bills  as  he  can  by  those  which  are  drawn  for  the  sole 
purpose  of  borrowing  money,  and  this  furnishes  a  slight  reason  for 
making  a  distinction  between  the  two  classes  of  bills.  But,  in  truth,  a 
money-lender  can  derive  very  little  assistance  from  a  knowledge  of  the 
fact  ttiat  certain  bills  represent  an  actual  sale  of  goods,  and  he  must  be 
largely,  if  not  entirely,  guided  by  his  knowledge  of  the  characters  of  the 
parties  concerned  if  he  would  form  a  correct  judgment  on  the  commercial 
value  of  the  bills.  So  much  experience,  and  such  constant  vigilaaoe,  are 
required  for  success  in  the  business  of  bill-discounting,  that,  in  a  large 
city  like  London,  it  is  carried  on  by  a  special  class  of  bill-brokers,  who 
act  as  intermediaries  between  the  bankers  who  lend  them  money  and  the 
merchants  whose  bills  they  discount.  The  London  bankers  do,  indeed, 
discount  bills,  but,  as  a  rule,  they  do  so  only  for  their  cnstomen,  i^,  for 
persons  who  keep  accounts  with  them,  and  may  be  said  to  lend  money 
to  the  bankers  in  their  turn  by  keeping  an  unemployed  balance  with 
them.  The  amount  of  bills  in  circulation  in  England  is  ^normoos,  and 
is  constantly  increasing.  In  1856  it  was  estimated  by  Mr.  Newmarch 
at  about  five  milliards,  but  it  was  estimated  by  Mr.  Palgrave  in  1873  at 
nearly  nine  milliards, «.«.,  bills  to  that  amount  are  held  at  one  time  by 
persons  who  have  discounted  them.  As  the  great  majority  of  them  are 
exchanged  against  one  another,  a  very  small  quantity  of  coin  is  required 
to  effect  these  vast  transactions. 

BUls  of  exchange  are  chiefly  used  by  traders,  and  can  do  but  little 
to  supersede  coin  in  payments  made  by  persons  belonging  to  the  profes- 
sional or  the  labouring  classes ;  but  bank  notes,  to  which  I  now  proceed, 
may  be  used  by  all  classes  of  society,  and  go  as  far  as  any  pieces  of 
paper  can  to  do  away  with  coin  altogether.  A  bank  note  is  a  promise 
given  by  a  banker  to  pay  a  certain  sum  on  demand,  ».«.,  whenever  it  is 
brought  to  him  for  the  purpose  by  any  one  who  happens  to  have  poases- 
sion  of  it.  As  long  as  the  reputation  of  a  banker  is  such  that  a  laige 
number  of  people  are  folly  convinced  that  he  can  and  will  pay  his  not^ 
whenever  presented,  there  is  little  need  to  put  his  capacity  to  the  test 
by  actually  presenting  them,  and  a  note  may  be  passed  from  hand  to 
hand  for  months,  or  years,  and  may  perform  a  hundred  payments  befoie 
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ii  18  returned  to  the  banker  who  originally  iBsned  it.  If  notes  are  iasued 
for  very  small  amoonts  they  may  snpei-sede  coin  altogether,  as  far  as 
internal  trade  is  -ooncemed ;  bat  this  rarely,  if  ever,  happens,  unless  the 
govenunent  compels  all  its  subjects  to  receive  them  as  a  full  discharge  of 
all  debts.  Scotland  affords  the  best  example  of  a  country  in  which 
bank  notes  which  are  not  legal  tender,  but  obtain  a  circulation  simply 
from  the  confidence  which  the  public  entertain  in  the  solvency  of  the 
banks  which  issue  them,  have  obtained  such  general  &vour  as  to  have 
nearly  superseded  gold  coin.  Sovereigns  are  seldom  seen  in  Scotland, 
unless  brought  by  travellers  from  England,  and  Mr.  Baxter  once  men- 
tioned in  the  House  of  Commons,  that  when  he  offered  one  as  a  gra- 
tuity to  a  Scotchman,  the  man  regarded  it  suspiciously,  and  asked  if  he 
could  not  give  him  a  one-pound  note.  This  is  the  smallest  amount  for 
which  notes  may  be  issued  in  Scotland,  and  if  the  law  allowed  smaller  ones 
to  be  issued,  the  disuse  of  coin  would  no  doubt  be  more  complete.  Sir 
A.  Helps,  in  his  life  of  Brassey,  mentions  an  instance  of  the  advantages 
derived  from  the  introduction  of  bank  notes.  One  of  the  numerous 
contracts  which  Brassey  undertook  was  for  the  construction  of  a 
railway  in  the  north  of  Spain,  and  his  agent  found  that  it  was  a  costly 
and  dangerous  job  to  convey  the  large  sum  of  money  required  for  the 
pay  of  the  labourers  to  the  secluded  mountain  district  in  which  they 
worked.  Not  only  was  the  chest  a  heavy  load  to  draw,  but  it  offered  a 
great  temptation  to  any  adventurous  band  of  highwaymen  who  might 
wish  to  overpower  the  escort.  After  a  time,  the  agent  commenced 
paying  the  labourers  in  the  notes  of  a  local  bank,  and  though  they  could 
not  at  first  understand  the  transaction,  they  soon  found  that  it  was  quite 
as  convenient  to  them  as  to  their  employer.  When  the  notes  were  first 
offered  them  in  place  of  the  gold  coins  which  they  had  been  used  to 
receive,  they  took  up  the  silver  and  remarked  that  it  was  not  the  whole 
amount  to  which  they  were  entitled.  When  they  were  told  that  by 
taking  the  notes  to  the  bank  they  could  obtain  the  gold  which  was  their 
due,  they  took  them  reluctantly,  «id  at  once  rushed  with  them  to  the 
bank ;  but  finding  that  they  were  always  cashed  when  presented,  they 
soon  got  accustomed  to  them,  and  kept  them  till  the  next  market 
day  or  other  time  when  they  wished  to  spend  their  wages.  Thus 
the  construction  of  the  raQway  was  the  occasion  of  gaining  a  circu- 
lation for  bank  notes  in  that  part  of  the  country. 

The  convenience  of  small  notes  is  keenly  appreciated  in  Scotland  and 
Ireland,  where  a  dealer  has  frequently  to  send  a  commercial  traveller 
into  rural  districts  to  make  a  great  number  of  small  purchases  from  a 
number  of  petty  &rmeis,  and  where  it  is  consequently  of  some  importance 
that  the  traveller  should  be  encumbered  with  as  light  a  load  as 
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possible.  Whenever  it  has  been  proposed  to  abolish  these  small  notes 
by  Act  of  Parliament,  the  Scotch  and  Irish  have  met  the  project  with  so 
much  opposition  that  it  has  never  jet  been  carried  out.  In  England, 
during  the  first  quarter  of  the  present  century,  small  notes  were  allowed 
to  be  issued,  and  they  quite  superseded  gold  in  ordinary  transactions, 
but  during  the  lasb  fifty  years  no  notes  have  been  permitted  of  a  lower 
denomination  than  125f.,  which  is  too  high  a  figure  to  admit  of  the 
disuse  of  gold  in  retail  transactions.  The  reason  which  prompted 
Parliament  to  prohibit  the  issue  of  smaller  notes  was  the  fear  that  such 
notes  would  get  into  the  possession  of  poor  people,  who  would  be  more 
likely  than  the  rich  to  be  seized  with  a  panic  and  to  produce  a  general 
bankruptcy  by  running  to  present  notes  for  payment.  Had  the  issue 
been  allowed,  it  can  hardly  be  doubted  that  the  people  of  England  would 
have  become  as  much  accustomed  to  them  as  the  Scotch,  and  would  have 
been  no  more  disposed  than  the  Scotch  to  inflict  a  loss  on  themselves  by 
a  senseless  run  for  gold.  When  the  public  have  become  accustomed  to 
the  use  of  bank  notes  a  material  addition  is  made  to  the  banker's  power 
of  lending,  as  he  can  feel  sure  that  all  his  notes  will  not  be  returned  at 
once,  and  can  lend  not  only  aU  his  own  money  but  also  as  much  more 
as  the  circulation  of  his  notes  amounts  to.  When  asked  for  a  loan,  he 
can  give  the  borrower  some  of  his  own  notes,  and  he  need  only  keep  as 
much  coin  in  his  coffers  as  is  required  to  cash  the  notes  which  may 
happen  to  be  presented  for  payment.  In  common  language  it  is  said 
that  the  power  of  issuing  notes  makes  an  addition  to  the  banker's  capital) 
and  enables  him  to  give  so  much  the  more  encouragement  to  trade  and 
manufactures.  In  reality,  no  addition  is  made  to  the  capital  of  the 
country,  but  the  disuse  of  gold  enables  the  people  to  apply  to  other 
purposes  the  capital  which  would  otherwise  be  used  in  producing  gold, 
or  in  producing  other  articles  to  be  exchanged  for  gold,  and  the  same 
amount  of  capital  is  made  to  produce  more  commodities  which  the 
people  require.  Thus  some  impetus  is  given  to  trade  and  manufactures, 
and  a  still  greater  assistance  is  afforded  to  the  establishment  of  a  sound 
system  of  banking.  Some  of  the  oldest  banks  in  the  world,  as  those  of 
Amsterdam  and  Hamburgh,  were  established  for  the  sole  purpose  of 
giving  notes  for  coin  and  coin  for  notes,  and  were  supposed  to  keep  in 
their  coffers  an  amount  of  coin  exactly  equal  in  value  to  the  notes  which 
were  in  circulation.  The  small  States  of  Holland  and  Hamburgh 
experienced  much  inconvenience  from  the  quantity  of  worn  coins  from 
various  countries  which  circulated  in  them,  and  these  banks  were 
founded  to  enable  merchants  to  obtain  good  coins  whenever  they  required 
them.  A  merchant  could  deposit  any  quantity  of  good  silver  coin  in  the 
bank,  and  the  bank  would  give  him  an  equal  amount  of  its  notes,  which 
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irere  always  accepted  within  the  limits  of  the  city  as  equivalent  to  coin, 
and  which  coald  always  be  exchanged  for  coin  when  the  holder  required 
specie  for  exportation.  By  this  plan  the  people  were  sayed  the  troable 
of  transporting  specie  from  one  part  of  the  city  to  another,  but  so  long 
as  the  specie  in  the  vaults  of  the  bank  was^^fally  equal  to  the  notes  in 
drcnlation  there  was  no  economy  of  coin,  and  the  people  had  to  bear  the 
expense  of  replenishing  the  large  store  of  silver  as  required  from  time  to 
time.  Great  importance  was  attached  to  the  preservation  in  the  vaults 
of  the  Bank  of  Amsterdam  of  the  whole  of  the  specie  entrusted  to  it, 
and  those  who  had  the  management  of  it  were  sworn  to  keep  it  intact. 
To  quote  Adam  Smith's  words,  '^The  bank  is  under  the  direction 
of  the  four  reigning  burgomasters,  who  are  changed  every  year.  Each 
new  set  of  Burgomasters  visits  the  treasure,  compares  it  with  the 
books,  receives  it  upon  oath,  and  deUvers  it  over  with  the  same  awful 
solemnity  to  the  set  which  succeeds ;  and  in  that  sober  and  religious 
country  oaths  are  not  yet  disregarded/'  But  M'Culloch's  note  on  this  very 
passage  shows  that  even  in  Holland  an  oath  was  a  very  poor  security  for 
fiuthful  administration,  and  the  directors  of  the  bank  had  secretly  lent  a 
portion  of  its  specie  to  the  Dutch  East  India  Company,  and  to  other 
bodies,  though  the  fact  did  not  transpire  until  the  French  invasion  in 
1795.  Whenever  the  directors  of  a  bank  are  free  to  conduct  its  business 
according  to  their  own  judgment,  they  must  see  that  it  is  quite  unneces- 
sary to  keep  in  their  coffers  an  amount  of  specie  equal  to  their  notes,  as 
it  can  only  be  on  a  very  extraordinary  emergency  that  the  whole  of  their 
notes  will  be  presented  for  payment.  By  keeping  a  smaller  reserve  they, 
not  only  increase  their  own  power  of  lending,  but  confer  a  benefit  on  the 
community  by  setting  free  a  quantity  of  bullion  for  exportation,  or  for 
use  in  manufactures.  During  the  last  thirty  years  the  English  Govern- 
ment has  allowed  no  increase  in  the  amount  of  bank  notes,  unless 
accompanied  by  an  exactly  equal  increase  in  the  metallic  reserve  of  the 
banks  which  issue  them,  and  thus  the  people  are  deprived  of  one  o  the 
principal  advantages  which  result  from  the  use  of  notes.  There  remains, 
however,  the  convenience  of  having  an  extremely  portable  medium  of 
exchange,  and  some  protection  against  theft,  for  as  every  note  has  a 
number  of  its  own,  it  is  more  easy  to  trace  one  which  has  been  stolen 
than  a  particular  coin.  As  notes  can  always  be  exchanged  for  coin  at  the 
banks  which  issue  them,  they  must  retain  the  same  value  as  the  coin 
which  they  represent,  and  the  amount  of  notes  in  circulation  depends  on 
the  amount  of  the  payments  which  the  people  have  to  make,  and  in 
which  pap^  is  more  convenient  than  coin.  The  amount,  therefore,  of 
notes  in  ciiculation  always  increases  at  those  periods  of  the  year  when 
most  business  is  done,  and  diminishes  when  business  is  slack.    The 
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bankers  cannot  keep  in  circulation  a  larger  amount  of  notes  than  the 
public  require^  for  anyone  who  has  a  note  which  he  doea  not  want  will 
either  take  it  to  the  bank  fco  be  cashed,  or  will  pay  it  away  to  some  one 
else  who  will  do  bo,  and  the  circulation  will  thus  be  reduced  to  its  propa* 
level.  As  soon  as  the  notes  of  any  one  bank  get  into  the  pofiBeasion  of 
another  bank  they  are  presented  for  payment,  perhaps  the  next  day,  or 
at  most  after  an  interval  of  three  days ;  and  a  bank  which  did  not  keeg  a 
sufficient  reserve  to  meet  such  calls  would  soon  be  obliged  to  stop  payment. 
Thus  the  power  of  issuing  notes  does  not  give  any  encouragement  to  the 
reckless  lending  of  money  to  those  unable  to  repay  the  loans,  but  merely 
enables  a  banker  to  provide  a  convenient  kind  of  money  for  those  who 
trust  in  his  solvency.  So  great  is  the  convenience  of  a  system  of  bank 
note  issue,  that  it  has  now  been  established  in  every  civilized  country, 
and  is  found  to  exist  even  in  the  interior  of  China,  where  it  cannot  have 
been  suggested  by  European  infiuence.  Its  general  extension  through- 
out the  world  has  been,  in  a  great  measure,  the  result  of  English  enterprise, 
and  there  is  hardly  a  considerable  city  in  Europe  or  America  which  does 
not  possess  one  or  more  banks  directed,  or  at  least  founded,  by  Englishmen. 
Bank  notes,  even  when  their  issue  is  not  regulated  by  the  State,  can 
never  wholly  supersede  coin,  for  the  simple  reason  that  when  notes  are 
presented  the  bank  cannot  pay  them  in  its  own  notes,  and  it  cannot 
often  happen  that  the  notes  which  it  has  to  pay  are  precisely  equal  to 
the  notes  of  other  banks  which  it  holds.  Banks  will  not  consent  to  a 
delay  in  the  payment  of  the  notes  which  they  present,  and  coin  is  the 
only  means  of  ultimately  satisfying  a  debt.  Even  the  Scotch  banks  had 
to  keep  a  reserve  of  coin  to  meet  such  calls  before  the  Act  of  1845 
compelled  them  to  keep  in  their  vaults  an  amount  of  gold  exactly  equal 
to  the  increase  of  their  circulation  beyond  the  amount  at  which  it  stood 
in  1844. 

There  is  another  kind  of  paper-currency  which  seems  destined  to 
attain  larger  proportions  than  either  bank  notes  or  bills  of  exchange, 
which  consists  of  orders  upon  bankers  to  pay  specified  sums  on  demand, 
which  are  commonly  known  by  the  name  of  cheques.  Though  used  in 
other  countries,  it  is  only  in  England  that  they  are  so  popular  as  to  bid 
fair  to  become  the  principal  means  of  settling  pecuniary  liabilities,  and, 
as  compared  with  bank  notes,  they  are  modem  even  in  England.  In  the 
seventeenth  century,  when  a  banker  agreed  to  make  a  loan  he  did  so  bj 
advancing  some  of  his  own  notes,  but  at  the  present  time  he  usually 
gives  the  borrower  a  credit  in  his  books,  and  allows  him  to  draw  cheques 
to  the  amount,  and  undertakes  to  pay  such  cheques  whenever  presented 
either  in  notes  or  in  ooin,  as  the  bearer  may  prefer.  Among  the  richer 
dasses  it  is  now  an  almost  universal  practice  to  deposit  money  with  a 
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banker,  chiefly  for  the  purpose  of  drawing  it  out  from  time  to  time  by 
means  of  cheques.  It  is  natural  that  the  use  of  bank  notes  should 
precede  that  of  cheques  in  the  history  of  banking,  for  a  person  who 
aocqpts  a  note  runs  but  a  small  risk  by  trusting  to  the  banker's  solvency 
as  compared  with  what  he  incurs  by  entrusting  his  own  money  to  the 
banker's  custody.  A  note  generally  represents  but  a  small  sum,  while  a 
person  who  keeps  an  account  at  a  bank  is  expected  to  keep  a  large 
unemployed  balance  in  the  banker's  hands.  It  costs  less  trouble  to 
accept  a  note,  or  fco  pay  it  away  again,  than  it  does  to  pay  in  or  withdraw 
deposits  from  a  bank,  especially  if  the  bank  be  at  some  distance  from  the 
depositor's  residence.  A  person  who  accepts  a  note  runs  somewhat  lees 
risk  of  being  defrauded  than  one  who  accepts  a  cheque,  for  a  note  is  a 
promise  which  the  banker -is  obliged  to  keep,  while  a  cheque  is  an  order 
which  the.  banker  may  not  in  all  cases  be  obliged  to  obey.  A  banker  is, 
indeed,  obhged  to  pay  the  cheques  drawn  on  him  by  his  depositors,  or 
customers  as  they  are  conmionly  called,  but  only  when  the  cheque  does 
not  exceed  the  balance  which  is  standing  to  the  drawer's  credit  in  his 
books,  and  the  receiver  of  a  cheque  has  no  means  of  knowing  what  is 
the  amount  of  the  drawer's  balance.  Not  only  may  a  cheque  be  refused 
payment,  or,  as  it  is  termed,  dishonoured,  because  the  drawer  has 
overdrawn  his  account,  but  it  is  much  easier  to  forge  a  cheque  than  a  note. 
Most  bankers  issue  printed  forms  of  cheques  to  their  customers,  which 
are  to  have  the  amount  jSlled  in  at  the  customer's  pleasure,  and  be 
signed  by  him.  If  any  of  these  forms  come  into  the  possession  of  a 
swindler,  nothing  is  easier  than  for  him  to  fiU  in  any  amount  which 
he  chooses,  and  sign  it  with  his  own,  or  with  a  fictitious  name  ; 
and  if  any  person  is  unwary  enough  to  cash  it  for  him,  the  fraud 
cannot  be  discovered  until  the  cheque  is  presented  at  the  bank. 
If  a  swindler  has  had  a  genuine  cheque  in  his  possession  it  is 
more  easy  for  him  to  forge  printed  forms  for  cheques  on  the  same 
banker  thau  it  would  be  to  forge  bank  notes,  which  are  careftilly 
manufactured  in  such  a  way  as  to  give  the  greatest  possible  trouble  to 
imitators.  For  these  reasons  cheques  are  less  willingly  received  from 
strangers  than  notes,  and  circulate  for  a  much  shorter  time  before  being 
presented  for  payment.  A  bank  note  has  been  known  to  circulate  for  a 
hundred  years  before  returning  to  the  bank  which  issued  it,  and  it  is 
quite  a  common  thing  for  notes  to  circulate  for  months  or  years ;  but 
cheques  are  usually  presented  within  two  days  of  the  time  when  they 
are  drawn.  Hence,  of  course,  a  very  much  larger  amount  of  cheques  is 
required  to  transact  a  given  amount  of  business  than  is  the  case  with 
bank  notes ;  but,  in  spite  of  this  disadvantage,  cheques  possess  certain 
advantages  which  make  them,  in  many  cases,  preferable  to  notes.    In 
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this  conntiy  the  extensive  employment  of  cheques  has,  no  doubt,  been 
veiy  much  promoted  by  the  action  of  the  Goveniment,  which  has  done 
its  best  to  discourage  the  issue  of  notes,  and  which  subjects  bills  to  a 
heavier  taxation  than  cheques.  The  celebrated  Act  of  1844  prohibited 
the  establishment  of  any  new  banks  of  issue,  and  limited  the  issues  of 
all  existing  banks  in  England  and  Wales,  except  the  JBank  of  England, 
to  the  amount  which  they  used  to  issue  just  before  the  passing  of  the 
Act.  The  Bank  of  England  was  not  confined  to  any  absolute  amount, 
but  was  only  allowed  to  issue  notes  to  the  amount  of  350,000,000f. 
(since  increased  to  875,000,000f.),  in  excess  of  the  bullion  or  specie  in 
its  vaults.  It  was  fiurther  enacted,  that  if  two  issuing  banks  should 
decide  to  amalgamate  their  business,  they  could  only  do  so  by  forfeiting 
the  circulation  of  one  of  the  two,  and  that  if  any  country  bank  should 
commence  transacting  business  in  London  it  should  lose  the  right  of 
issuing  notes.  This  latter  penalty  has  been  actually  incurred  by  the 
National  and  Provincial  Bank,  and  the  circulation  of  the  country  banks 
was  thereby  diminished  by  10,000,000f.  During  the  thirty  years  which 
have  elapsed  since  the  Act  was  passed  many  private  banks  have  failed; 
and  though  the  diminution  of  the  country  notes  has  been  more  than 
compensated  by  an  increase  in  the  circulation  of  the  Bank  of  England, 
yet  the  total  increase  has  been  veiy  small.  In  1845  two  Acts  were 
passed  restricting  the  issue  of  notes  in  Scotland  and  Ireland.  As  in 
England,  the  establishment  of  any  new  issuing  bank  was  forbidden;  but 
the  existing  banks  were  allowed  to  increase  their  issues  on  condition  of 
retaining  in  their  coffers  an  amount  of  gold  exactly  equal  to  the  excess 
beyond  the  average  issue  of  1844.  In  spite  of  this  condition,  which 
must  diminish  the  profit  derived  from  their  issue,  the  circulation  of  the 
Scotch  and  Irish  banks  has  considerably  increased  since  the  passing  of 
the  Acts.  The  difference  between  the  results  of  similar  legislation  in 
the  different  parts  of  the  United  Kingdom  is  probably  owing  to  the  fact 
that  much  smaller  notes  are  allowed  to  be  issued  in  Scotland  and  Ire- 
land, as  such  notes  are  not  so  much  exposed  to  the  competition  of 
cheques.  Notes  are  always  issued  for  round  sums,  while  cheques  are 
commonly  drawn  for  the  exact  amount  of  the  payment  which  the  drawer 
wishes  to  make  ;  and,  as  the  adding-up  of  a  great  number  of  small  odd 
sums  entails  considerable  trouble,  there  is  a  tacit  understanding  between 
bankers  and  their  customers  that  cheques  are  not  to  be  habitually 
drawn  for  smaller  sums  than  125f.  As  was  mentioned  before,  the  fact 
that  the  tax  is  the  same  on  all  cheques,  whatever  their  amount,  affords 
an  additional  discouragement  to  the  use  of  small  cheques;  and  though 
bank  notes  are  subject  to  a  tax  it  is  paid  by  the  banker,  and  not^  as  in 
the  case  of  cheques,  by  the  customer,  and  does  not,  therefore,  discourage 
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the  use  of  notes  by  the  public.  Bankers  not  only  take  care  of  the 
money  which  their  customers  deposit  with  them,  but  may'  be  said  in 
many  cases  to  collect  their  income  for  them,  by  receiving  in  their  names 
dividends  on  the  public  funds,  railway  debentures,  railway  shares, 
foreign  stocks,  and  numerous  other  public  and  private  stodoB,  from 
which  so  large  a  proportion  of  the  incomes  of  the  richer  classes  is 
derived.  Hence  the  practice  of  keeping  an  account  with  a  banker  is 
almost  necessary  to  a  rich  man  who  has  a  great  deal  of  money  invested 
in  different  ways  and  does  not  wish  to  take  the  trouble  of  going  in  person 
to  receive  his  dividends  as  they  become  due.  To  receive  a  great  number  of 
dividends  for  a  great  number  of  customers  involves  very  little  trouble  to 
a  banker  in  comparison  with  what  must  be  undergone  by  the  customers 
themselves  if  each  of  them  acted  singly.  Although  the  use  of  cheques 
tends  greatly  to  economise  both  coin  and  notes,  there  is  but  little  reason 
to  expect  that  they  will  entirely  supersede  either  the  one  or  the  other, 
for  when  a  cheque  is  presented  for  payment  it  must  be  paid  either  in  coin 
or  in  notes,  and  a  considerable  number  are  presented  every  day  by,  or  on 
behalf  of,  those  who  draw  them,  and  who  wish  to  provide  themselves 
with  notes  or  coin  to  be  used  in  small  payments.  By  cashing  cheques, 
banks  still  perform,  to  some  extent,  the  function  for  which  those  of 
Amsterdam  and  fiamburgh  were  originally  instituted,  that  of  providing 
good  coin  for  the  use  of  the  public.  When  an  employer  requires  a 
quantity  of  coin  to  pay  the  wages  of  his  workmen  he  sends  a  cheque  to 
his  baiiker,  and  asks  to  have  it  cashed  in  such  coins  as  he  needs,  and 
bankers  are  obliged  to  keep  a  store  of  coin  to  meet  such  calls  ;  and  if 
their  stock  fells  low  they  must  replenish  it  by  obtaining  fresh  coins  ih>m 
the  Mint.  Persons  who  from  the  nature  of  their  business  receive  large 
sums  in  coin,  transmit  them  to  their  bankers,  and  if  the  latter  find 
among  them  a  number  of  worn  pieces,  they  either  melt  them,  or,  in  the 
case  of  silver,  send  them  to  the  Mint  to  be  exchanged  for  new  ones. 
The  silver  which  is  collected  after  a  charity  sermon  is  sent  to  a  bank,  to 
be  soon  drawn  out  in  small  sums,  and  again  returned,  so  that  the 
currency  of  the  country  is  constantly  passing  through  the  hands  of 
bankers. 

Bankers  have  resorted  to  various  expedients  for  reducing  as  far  as 
possible  the  amount  of  notes  and  coin  which  they  must  keep  in  reserve 
to  meet  the  calls  made  on  them  by  one  another.  The  system  adopted  in 
London  is  that  of  settUng  their  liabilities  by  cheques  on  the  Bank  of 
England.  There  is  an  establishment  in  the  city  called  the  Clearing 
House,  to  which  all  the  banks  send  every  day  all  the  cheques,  bills,  and 
other  orders  on  other  bankers  which  have  come  into  their  possession,  and, 
as  far  as  possible,  these  engagements  are  set  off  against  each  other.  The 
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balances  which  remain  ontstanding  after  all  haa  been  done  by  mutnal 
exchange  to  settle  the  aoconnts  are  liquidated  by  cheques  on  tiie  Bank 
of  England^  with  which  every  bank  finds  it  necessary  to  keep  an  acconnt. 
The  qrstem  of  clearing,  even  if  it  could  be  applied  to  all  cheques,  would 
not  do  away  with  notes  or  coin,  for  it  would  stOl  be  necessary  for  banks 
to  use  one  or  other  to  keep  up  their  bdances  at  the  Bank  of  England,  on 
which  they  draw  their  dearing-oheques.  This  system  is  rendered  pos- 
sible in  England  by  the  exceptional  position  of  the  Bank  of  England, 
which  Enjoys  an  unquestioned  pre-eminence  oyer  all  other  banks,  bnt  a 
different  one  has  to  be  employed  in  Scotland  and  Ireland,  where  no  bank 
enjoys  a  similar  pre-eminence.  In  Edinburgh  and  Dublin,  meetings  are 
held  twice  a  week  at  which  a  mutual  exchange  of  notes,  cheques,  Sec, 
takes  place  among  the  diflferent  banks,  and  the  outstanding  balances  are 
settled  by  the  transfer  of  exchequer  bills.  Here  again,  though  the 
system  is  extremely  conyenient,  it  does  not  tend  towards  the  total  disuse 
of  coin,  for  the  banks  must  sometimes  find  it  necessary  to  buy  exchequer 
bills  from  one  another,  and  must  pay  for  them  either  in  gold  or  in  Bank 
of  England  notes,  which  can  only  be  obtained  by  means  of  gold 

A  new  system  has  been  recently  introduced  for  the  purpose  of  giving 
a  great  extension  to  the  use  of  cheques  by  freeing  them  from  some  of  the 
disadvantages  which  have  hitherto  impeded  their  more  extensive  employ- 
ment. In  1873,  a  bank  was  established  in  London  called  the  Cheque 
Bank,  the  object  of  which  is  to  encourage  the  use  of  small  cheques.  In 
order  to  do  this  the  more  effectually,  a  new  method  has  been  devised  by 
its  promoters  to  prevent  the  possibility  of  over-drawing.  Its  cheques, 
unlike  those  of  other  banks,  bear  on  their  face  a  printed  announcement 
.  that  they  cannot  be  filled  up  for  more  than  a  specified  sum,  and  care  is 
taken  that  a  customer  shall  only  be  supplied  with  such  a  number  of 
cheques  that  the  total  amount  which  he  can  draw  out  by  means  of  them 
shall  not  exceed  what  he  has  deposited  in  the  bank.  Thus,  if  a  customer 
deposits  500f.,  he  may  obtain  a  cheque-book  containing  ten  dieques,  each 
of  which  has  an  announcement  printed  on  it  to  the  effect  that  it  cannot 
be  filled  up  for  more  than  50f. ;  but  can,  of  course,  be  fiUed  up  for  any 
smaller  sum.  The  security  which  is  thus  afforded  against  over-drawing 
acts  as  a  considerable  inducement  to  receive  these  cheques  from  strangers, 
and  several  railway  companies  have  announced  that  they  will  accept 
them  in  payment  of  the  fares.  In  order  to  compensate  for  the  greater 
trouble  entailed  by  the  payment  of  a  large  number  of  small  cheques,  this 
bauk  makes  a  charge  for  the  cheque-books  which  it  supplies  to  its 
customers  in  addition  to  the  payment  for  the  stamps  on  the  cheques 
themselves,  which  are  dways  paid  for  by  the  customers  of  this  and  other 
banks.  If  this  stamp-tax  should  ever  be  repealed,  it  is  difficult  to  fore- 
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Bee  the  extent  to  which  these  cheqaes  would  be  employed ;  bat  under 
onr  present  system  they  can  hardly  be  much  used,  except  in  cases  in 
which  post-office  orders  would  otherwise  be  used.  Their  cost  is  less  than 
that  of  post-office  orders,  and  they  can  be  better  protected  from  being 
stolen  while  passing  through  the  post ;  and,  when  once  the  public  has 
become  accustomed  to  them,  will  require  less  trouble  to  cash  them.  They 
are  ^crossed/'  $.0.,  marked  so  as  to  indicate  that  they  can  only  be  paid 
through  a  banker,  which  renders  it  somewhat  more  difficult  for  a  thief  to 
dispose  of  one  than  of  a  post-office  order,  which  can  dways  be  cashed  by 
any  one  possessed  of  information  usually  contained  in  the  letter  from 
which  the  order  has  been  stolen.  As  any  banker  will  cash  them,  it  is  not 
necessary  for  the  receirer  to  go  to  the  pest-office  to  receive  his  money ; 
but  he  can  pay  it  away  to  any  tradesman.  The  cost  of  the  system  is  less 
than  that  of  the  money-order  system,  because  the  cheques  are  only  pay- 
able in  London,  while  the  post-office  undertakes  to  cash  orders  in  any 
part  of  the  country,  and  must  transmit  specie  for  the  purpose.  The 
question  whether  the  bank  will  succeed  is  one  on  which  it  is  the  less 
becoming  in  me  to  speak  as  I  am  pecuniarily  interested  in  the  result ;  but 
if  the  anticipations  of  its  promoters  are  ever  realised,  it  will  have  effected 
a  considerable  economy  in  the  use  of  coin. 
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CHAPTER  v.— VALUE  OP  A  PAPEE-CUBRENCT. 

EFFECTS  OF  CREDIT  ON  PRICES — INCONVERTIBLB  TREASURY  KOTES— 
INOOKYERTIBLE  BANK  NOTES— CONYERTIBLE  BANK  NOTES. 

The  proposition  that  the  value  of  money  varies  inversely  as  its  quantity 
is  only  true  within  certain  limits,  and  muoh  confusion  has  been  introduced 
into  Political  Economy  by  writers  who  have  endeavoured  to  account  for 
all  changes  of  prices  by  variations  in  the  amount  of  the  currency  of  the 
particular  country,  without  paying  sufficient  attention  either  to  the 
circumstances  which  would  have  caused  prices  to  vary  if  the  amount  of 
the  currency  had  remained  the  same,  or  to  those  which  would  have 
produced  an  alteration  in  the  amount  of  the  currency  if  prices  had 
remained  stationary.  If  all  sales  were  effected  for  ready  money,  and  if 
nothing  but  coin  were  used,  there  could  hardly  be  a  simultaneous  rise  in 
the  prices  of  all  commodities  without  an  increase  in  the  quantity  of 
money.  If  larger  sums  are  to  be  used,  there  must  either  be  more  coin 
or  the  same  coins  must  pass  more  frequently  fix)m  hand  to  hand,  or  in 
other  words,  there  must  be  a  greater  efficiency  of  circulation.  If  the 
prices  of  all  commodities  rise  simultaneously,  it  must  either  be  because 
labour  has  become  less  efficient  in  all  branches  of  industry,  or  because  it 
has  become  more  efficient  in  producing  the  substance  of  which  coin  is 
made.  The  price  of  a  commodity  depends  on  the  quantity  of  labour 
employed  in  producing  it,  and  on  the  rate  at  which  that  labour  is 
remunerated,  and  if  the  price  rises,  it  must  either  be  because  more 
labour  has  beeen  expended,  or  because  the  labourers  have  received  higher 
wages.  It  is  extremely  unlikely  that  labour  should  become  less  efficient 
in  all  directions  at  the  same  time,  so  that  an  universal  rise  of  prices  is 
almost  certain  to  be  due  to  a  fall  in  the  value  of  money ;  and  we  might 
safely  infer  that  something  had  happened  to  render  money  cheaper,  even 
if  we  had  no  direct  evidence  to  show  that  money-wages  had  risen.  But 
when  the  rise  of  price  is  confined  to  a  few  conmiodities,  it  is  extremely 
unsafe  to  infer  that  the  value  of  money  has  fallen  without  any  direct 
testimony  to  the  fact  that  money-wages  have  risen,  and  it  is  equally 
unsafe  to  assume  that  the  value  of  money  has  fallen  merely  because  its 
quantity  has  increased,  without  reference  to  the  question  whether  a 
greater  number  of  labourers  have  been  employed,  or  a  greater  number 
of  commercial  transactions  effected.    In  a  country  where  credit  is 
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commonly  giyen,  there  might  for  a  time  be  a  general,  and  efoi  m 

nniTersai,  rise  of  prices,  without  onj  actual  increase  in  the  quantity  of 

metallic  money,  and  without  any  fall  in  its  valae.    Porchases  may  be 

made  On  credit  at  prices  which  are  continually  rising,  and  as  no  coin 

will  be  required  until  the  expiration  of  the  term  for  which  credit  is  given, 

the  quotations  of  the  market  may  continue  to  show  an  upward  movement 

for  some  months,  without  the  actual  quantity  of  coin  in  the  country 

being  increased.    Even  when  the  time  of  settlement  has  arrived  it  may 

possibly  be  effected  without  more  coin  if  the  rise  has  been  common  to 

several  commodities,  and  if  means  are  devised  for  settling  the  account  by 

transferring  the  large  debts  due  for  one  commodity  to  those  who  have 

already  contracted  large  debts  for  another  commodity.    Bills  of  exchange 

fiimiah  a  convenient  means  for  such  a  settlement.    The  merchants  who 

have  sold  cotton  at  a  high  price,  draw  bills  for  the  amount  at  two  or 

three  months'  date,  and  purchase  tea,  paying  for  it  by  accepting  bills 

which  will  £Edl  due  at  the  same  time  ;  and  when  the  time  arrives  the  two 

sets  of  bills  may  be  exchanged  for  one  another,  and  the  debts  cancelled 

with  but  a  small  transfer  of  coin,  or  without  any  coin  at  all.     At  a  time 

when  speculation  is  rife,  the  prices  of  many  commodities  rise  at  the  same 

time,  and  a  greater  amount  of  bills  are  drawn  to  pay  for  them.    If  the 

bills  which  iail  due  at  the  same  time  are  not  equal,  but  require  a  larger 

quantity  of  bank  notes  to  settle  the  balance,  a  larger  quantity  of  notes 

will  be  issued,  or  more  coin  will  be  withdrawn  &om  the  banks  for  the 

purpose.    Prices  rise  in  what  is  called  a  speculative  period,  because 

speculators  buy  up  a  larger  quantity  of  certain  conmiodities  than  is 

usually  supplied  to  that  particular  market,  and  thus  render  it  necessary 

for  firesh  stocks  to  be  brought  from  a  greater  distance  than  usual,  or  to 

be  produced  in  less  favourable  circumstances,  and  to  be  brought^  to 

market  at  a  greater  cost.    In  common  parlance,  prices  are  said  to  rise 

because  the  demand  is  in  excess  of  the  supply,  but  I  have  endeavoured 

to  show  that  this  explanation  only  touches  the  surface,  and  that  the  real 

cause  of  the  rise  is  the  increased  cost  of  producing  the  last  quantity 

which  must  be  brought  to  market  in  order  to  satisfy  the  requirements 

of  the  purchasers.    It  matters  not  whether  the  purchasers  actually 

give  ready  money  for   the    goods,  or   merely  promise  to   pay  for 

them,    so    long   as   the  sellers    are    convinced    that    the    promises 

will  be  kept,  for  the  price   depends   on  the  cost   of  production; 

and  the  producers  will  continue   to  produce  as  long  as   they  are 

satisfied  that  they  will  be  able  to  sell  at  a  profit.    We  thus  arrive  at 

the  conclusion  which  was  slowly  elaborated  by  Tooke — after  a  long  and 

caiefiil  examination  of  the  fluctuations  of  prices  in  the  English  market 

during  more  than  half  a  century — "  That  the  prices  of  commodities  do 
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not  depend  npon  the  quantity  of  money  indicated  by  the  amonnt  of  bank 
notes,  nor  upon  the  amount  of  the  whole  of  the  circulating  medium ;  bat 
that,  on  the  contrary,  the  amount  of  the  circulating  medium  is  the  con* 
sequence  of  prices."  *  This  conclusion  appeared  the  height  of  absardiiy 
to  Colonel  Torrens,  who  was  undoubtedly  an  able  and  well-informed 
writer,  but  who  displayed  his  ability  rather  in  ingenious  attempts  to  make 
facts  conform  to  a  pre-conceived  theory,  than  in  framing  theories  in  con- 
formity with  &ct6.  In  a  pamphlet  published  in  the  same  year  as  that  of 
Tooke  he  cites  the  above  passage,  and  then  observes — *^  The  logical  acoi- 
racy  of  this  conclusion  may  be  tested  by  affirming  the  analogous  proposi- 
tion, that  the  prices  of  commodities  in  Europe,  after  the  discovery  of  tiie 
mines  of  South  America,  did  not  depend  upon  the  quantity  of  money 
indicated  by  the  amount  of  coin,  nor  by  the  amount  of  the  whole  of  the 
supply  of  gold  and  silver ;  but  that,  on  the  contrary,  the  mines  of  South 
America,  and  the  increased  amount  of  gold  and  silver  obtainable  there- 
from, were  the  consequence  of  the  subsequent  rise  of  prices."  f  ^^^ 
Colonel  Torrens  maintains  that  the  rise  of  prices  which  followed  the 
discovery  of  America  was  produced  by  the  great  increase  in  the  quantity 
of  gold  and  silver,  and  that,  in  the  same  way,  a  rise  of  prices  in  a 
country  where,  bank  notes  are  used  must  be  caused  by  an  increase  in  the 
amount  of  the  notes  in  circulation,  or  of  the  coin,  or  of  botlu  Even  the 
first  of  these  propositions  is  by  no  means  so  certain  that  it  can  be  taken 
without  qaalifications  as  a  basis  for  a  theory,  and  if  the  first  were  true, 
the  second  would  not  be  a  necessary  inference  fh>m  it.  The  reason  why 
the  value  of  gold  and  silver  fell  after  the  discovery  of  the  AfnAyifi^^n 
mines  was  that  those  metals  could  be  obtained  from  the  new  mines  in 
greater  quantities  in  proportion  to  the  labour  employed  than  had  been  the 
case  in  the  mines  which  had  been  previously  worked.  The  same  quantity 
of  labour  produced  a  greater  quantity  of  silver,  and  the  result  was  that 
the  same  quantity  of  labour  would  exchange  for  a  greater  quantity 
of  silver.  In  order  that  the  miners  might  not  be  better  remunerated 
than  other  labourers  in  proportion  to  the  disagreeableness  of  their 
labour,  the  money-wages  of  other  labourers  were  raised  in  the  same 
proportion  as  those  of  the  miners,  and  as  this  rise  of  wages  was  not 
necessarily  accompanied  by  increased  efficiency  on  the  part  of  the 
labourers,  it  was  necessary  for  them  to  raise  the  prices  of  the  articles 
which  they  produced,  and  it  was  thus  that  the  rise  became  general  As 
it  gradually  came  into  operation  the  quantity  of  ooux  was  gradually 

*  Inquiry  into  the  Onrrenoy  Principle,  1844,  pp.  123-4,  conolii^ion  12. 

t  Inquiry  into  the  Praotioal  Working  of  the  Proposed  ArrangemeniB  for  the 
Benewal  of  the  Charter  of  the  Bank  of  England,  kc  By  B«  Torrans  (fleooad 
Edition)  1844,  p.  44. 
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increaaed,  and  the  increase  of  the  coin  was  rather  the  effect  than  the 
caoae  of  the  rise  of  prices.    It  is  trae  that  at  a  time  when  so  little 
reoouTse  was  had  to  paper-correncj  no  great  rise  of  prices  could  have  taken 
place  nntil  tha  qoantity  of  coin  in  circulation  was  increased,  and  the 
actual  rise  was  slow  because  many  years  were  required  to  produce  the 
necessary  quantity.    But  the  mere  increase  of  the  quantity  of  the  precious 
metalsy  unaccompanied  by  any  diminution  in  the  labour  required  to  pro* 
care  them,  would  not  have  led  to  any  fall  in  their  value.    If  many  new 
mines  had  b6en  discovered,  but  none  of  them  had  been  more  fertile  than 
the  poorest  which  was  previously  worked,  there  might  have  been  a  large 
increase  in  the  quantity  of  bullion  and  coin,  but  there  would  have  been 
no  tall  in  their  value.    If  it  had  been  thought  worth  while  to  work  these 
mines,  it  would  only  have  been  because  the  consumption  of  gold  and 
silver  for  purposes  of  ornament  was  increasing,  or  because  an  increasing 
population,  or  an  abandonment  of  barter  rendered  a  greater  quantity  of 
coin  necessary.    There  is  no  reason  why  the  consumption  of  gold  and 
silver  should  not  increase  from  one  or  other  of  these  causes  while  their 
yalae  remains  stationary,  and  it  would  be  extremely  unsafe  to  infer  a 
depredation  from  an  increase  of  quantity.    Colonel  Torrens  charges 
Tooke  with  inconsistency  in  explaining  the  fall  of  price  in  the  case  of 
other  articles  by  attributing  it  to  an  increased  supply,  and  yet  maintain* 
ing  that  an  increase  in  the  supply  of  money  does  not  produce  a  M  in  its 
yalae ;  but,  in  truth,  money  does  not  in  this  respect  differ  from  other 
conmiodities.    Tooke  never  contended  that  the  price  or  the  value  of 
wheat  was  continually  diminishing  because  a  constantly  increasing  popu* 
lation  renders  it  necessary  for  a  larger  quantity  to  be  brought  to  market 
every  year,  nor  would  any  one  maintain  that  the  price  of  coal  falls  when* 
ever  a  larger  quantity  is  extracted  from  the  mines  in  the  course  of  a 
year.    But  even  admitting  that  the  value  of  the  precious  metals  fell  after 
the  discovery  of  America,  because  their  quantity  was  increased,  it  would 
not  follow  that  the  same  effect  would  be  produced  by  an  increased  issue 
of  bank  notes.    It  is  so  important  that  the  distinction  between  the  two 
cases  should  be  thoroughly  understood  that  I  propose  to  devote  the  pre- 
sent chapter  to  explaining  as  clearly  as  I  can,  what  are  the  circumstance 
in  which  they  differ,  and  what  are  the  oversights  which  have  led  Colonel 
Torrens  and  other  writers  to  what  I  regard  as  erroneous  conclusions. 
The  most  important  difference  between  gold  and  bank  notes  as  regards 
their  effect  upon  prices  is,  that  the  former  can  be  forced  into  circulation 
at  the  pleasure  of  the  holders  while  the  latter  cannot  be  forced  into  cir- 
culation at  the  pleasure  of  the  issuers.    When  a  fortunate  digger  dis- 
covers a  new  deposit  of  gold,  he  can  at  once  obtain  commodities  in 
exchange  for  it,  because  traders  in  ahnost  every  part  of  the  world  have 
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agreed  to  part  with  the  whole,  or  any  portion  of  their  stock  whenever 
gold  is  offered  them  in  what  they  consider  sufficient  quantities.  The 
first  finder  is  able  to  obtain  gold  with  less  labour  than  other  people,  and 
yet  to  bay  goods  at  the  same  prices  as  other  people,  aud  is  therefore 
more  highly  remunerated.  As  the  discovery  becomes  more  generally 
known,  other  labourers  are  induced  to  try  their  fortune  in  the  same 
field;  and  if  many  succeed  in  obtaining  more  gold  by  digging  than 
they  formerly  earned  in  other  employments,  there  is  an  obvious  induce- 
ment to  the  local  tradesmen  to  raise  the  prices  of  their  goods.  The 
diggers  on  their  part  are  not  unwilling  to  give  the  gold  which  has  cost 
them  less  labour  in  return  for  smaller  quantities  of  goods  than  formerly, 
for  while  they  spend  more  with  one  hand,  they  earn  more  with  the  other. 
As  the  discovery  of  a  new  mine  does  not  increase  the  efficiency  of  labour 
in  producing  food,  clothing,  or  other  commodities,  a  general  rise  of 
prices  is  necessary  in  order  that  all  articles  may  exchange  for  one  another 
in  proportion  to  their  cost  of  production.  The  quantity  of  gold  is 
increased,  because  it  is  the  interest  of  every  digger  to  raise  as  much  as 
he  can,  and  to  spend  it  before  prices  have  risen,  and  the  quantity  of  coin 
is  increased  because  prices  rise.  In  order  that  the  same  effects  may  be 
produced  by  an  increase  of  paper  as  by  a  discovery  of  gold,  the  iasuere 
should  have  the  same  power  of  forcing  their  paper  into  circulation  as 
the  discoverer  has  of  doing  with  his  gold.  The  only  case  where  such  a 
power  is  enjoyed  by  the  issuer,  is  where  the  issuer  is  a  government 
which  compels  its  subjects  to  receive  Treasury  notes  which  it  will  not 
cash,  although  they  are  nominally  promises  to  pay  coin,  and  in  such  a 
case,  the  same  results  follow  ^om  a  large  issue,  as  from  a  discovery  of 
gold. 

When  a  government  is  engaged  in  a  costly  war,  or  from  other  causes 
ihinks  it  necessary  to  spend  more  than  it  receives,  an  obvious  expedient 
for  relieving  its  financial  embarrassments  is  to  pay  for  the  articles  which 
it  purchases  by  giving  promises  to  pay  at  a  future  time,  and  if  when  the 
time  arrives  it  is  still  unprovided  with  the  means  of  payment,  it  can 
diminish  the  loss  which  the  contractors  would  otherwise  suffer  by  enacting 
that  the  records  of  its  promises  shall  be  accepted  in  all  transactions 
between  debtor  and  creditor  as  equivalent  to  the  sums  which  they  repre- 
sent. Thus  the  contractors  or  civil  servants  who  first  receive  treasury 
notes  (as  such  promises  are  called)  are  able  to  pay  them  away  to  their 
creditors  in  discharge  of  debts  previously  incurred,  and  for  a  time 
no  one  suffers  any  inconvenience.  If  the  government  consents  to 
receive  its  notes  in  payment  of  taxes,  and  the  revenue  proves  sufficient 
to  defray  the  expenses  of  government  without  re-issuing  the  notes  thus 
received,  they  may  be  destroyed,  and  the  debt  thus  cleared  off.    If  the 
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notes  are  re-issaed  and  yet  the  total  amount  is  less  than  that  of  the  coin 
preyiouslj  in  use,  the  only  efiPect  wHl  be  that  the  notes  will  be  used  as  a 
partial  substitnte  for  coin,  and  will  be  received  at  their  foil  or  nearly 
their  full  nominal  value.    As  the  notes  cannot  be  sent  abroad,  or  used  for 
any  other  purpose  than  that  of  paying  debts  within  the  country,  while 
coin  can  be  either  used  to  pay  debts  abroad  or  melted  down  and  made 
into  some  useftd  article,  there  is  an  obvious  inducement  to  use  notes  in 
all  internal  transactions,  and  to  let  coin  disappear  wholly  or  partially 
from  circulation.    A  note-holder  may  be  one  who  has  been  compelled  to 
receive  notes  in  payment  of  some  debt  for  which  he  expected  to  receive 
gold,  and  there  is  no  way  in  which  he  can  utilise  them  except  by  passing 
them  oflf  on  somebody  else,  who,  in  his  turn,  is  obliged  to  dispose  of  them 
in  the  same  way,  and  thus  the  notes  are  maintained  in  circulation. 
When  a  government  has  once  begun  to  issue  inconvertible  treasury  notes 
(t.0.,  notes  which  cannot  be  converted  into  coin  at  the  pleasure  of  the 
holder)  it  seldom  stops  until  the  amount  of  its  paper  far  exceeds  that  of 
the  coin  which  was  previously  in  circulation,  but  as  the  notes  are  still 
legal  tender  (i.e,,  a  legal  means  of  discharging  all  debts)  they  still  remain 
in  circulation,  though  their  amount  is  far  in  excess  of  what  the  people 
require.    But  a  greater  quantity  of  money  cannot  be  used  to  do  the 
same  work  unless  its  value  is  reduced,  and  as  soon  as  the  notes  have 
been  issued  in  excess,  the  value  of  each  becomes  so  much  reduced  that  the 
whole  are  worth  no  more  than  the  quantity  of  coin  which  they  displaced. 
Were  it  not  for  this  depreciation,  a  government  might  continue  to 
manu&cture  money  ahnost  without  expense,  and  yet  obtain  as  much  in 
exchange  for  it  as  those  who  had  raised  gold  from  the  mines  by  the 
expenditure  of  much  labour.     The  position  of  such  a  government 
resembles  that  of  a  man  who  has  discovered  an  immense  heap  of  gold. 
As  long  as  he  is  content  to  take  from  it  but  a  small  quantity  he  may 
obtain  goods  at  their  former  prices,  while  obtaining  gold  with  less 
labour ;  but  if  he  orders  a  vast  quantity  of  goods  in  order  to  make 
use  of  the  whole  of  his  treasure,  he  will  be  forced  to  pay  a  higher 
price  for  them  and  will  compel  other  purchasers  to  do  the  same. 
As  long  as  anyone  can  obtain  coin  for  notes  by  presenting  them  to  the 
issuer,  the  notes  must  be  worth  as  much  as  the  coin,  but  when  this  is  no 
longer  the  case,  and  notes  are  issued  in  excess,  a  discrepancy  soon  shows 
itself  between  the  sum  which  the  notes  bear  on  their  face  and  the  sum  of 
gold  which  they  wiD  actually  purchase,  or  in  other  words,  gold  rises  to  a 
premium.    Gold  is  never  completely  expelled  from  such  a  country,  for 
some  is  always  required  for  the  purpose  of  paying  debts  to  foreigners, 
who  usually  stipulate  for  payment  in  gold  in  order  to  avoid  any  possible 
loss  from  receiving  depreciated  paper.    Similar  stipulations  are  sometimes 
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made  between  citizens^  and  snch  special  agreements  are  commonly  held 

to  over-ride  any  laws  which  may  be  made  to  compel  the  acceptance  of 

inconvertible  notes ;  but  snch  a  practice  is  never  carried  to  such  an 

extent  as  to  render  the  law  a  dead  letter.    Indeed,  there  is  no  motive 

which  should  induce  the  people  to  neutralise  the  action   of  their 

(Jovernment,  as  the  introduction  of  an  inconvertible  currency  is  highly 

useful  to  the  Ctovemment,  and,  up  to  a  certain  point,  confers  an  actual 

benefit  on  the  people.    The  Qovemment,  in  effect,  borrows  without 

interest  the  whole  amount  of  coin  which  its  subjects  X)06se88,  and  enables 

the  whole  to  be  sent  abroad  for  the  purchase  of  foreign  commodities. 

Thus  it  not  only  spares  its  subjects  the  taxation  which  would  otherwise 

be  required  to  pay  the  interest  of  a  loan,  or  to  provide  without  a  loan 

for  its  financial  exigencies,  but  it  also  provides  them  with  a  medium  of 

exchange  which  costs  very  little  to  keep  in  repair,  and  is  in  some  respects 

more  convenient  than  coin.    But  when  it  has  once  passed  the  limit 

prescribed  by  the  actual  extent  of  the  metallic  circulation,  and  its  notes 

have  become  depreciated,  no  further  advantage  is  gained  by  continuing 

the  issue  of  paper,  as  all  further  issues  are  followed  by  a  proportionate 

depreciation  of  paper  and  rise  of  prices  as  measured  in  it ;  and  what  the 

Government  gains  by  obtaining  goods  without  real  expenditure,  is  lost 

by  individual  creditors,  who  are  compelled  to  receive  payment  of  their 

debts  in  paper,  which  is  of  less  value  than  the  gold  on  which  they  bad 

reckoned.    A  further  issue  of  notes  will  not,  as  is  often  erroneouslj 

supposed,  produce  a  further  export  of  gold^  for  all  the  gold  whose  place 

can  be  supplied  by  paper  has  been  already  displaced,  and  though  a 

nominal  rise  of  prices  wHI  take  place,  it  will  not  give  any  encouragement 

to  importation  from  abroad,  for  foreigners^  as  before  observed,  require 

payment  in  gold,  and  a  nominally  high  price  offers  no  inducement  to 

send  goods  from  a  foreign  country  where  prices  are  really  low.    It  seems 

to  be  commonly  supposed  that  the  inconvertible  currency  of  the  United 

States  holds   out  a  permanent  encouragement  to  importation  from 

Europe,  and  I  have  observed  some  remarks  in  the  "  Times  "  in  reference 

to  the  bill  which  passed  through  Congress  in  1874,  authorising  an 

increased  issue  of  inconvertible  notes,  which  showed  that  the  writer 

expected  a  further  export  of  gold  to  follow  on  the  adoption  of  the  bill. 

The  bill  in  question  was  vetoed  by  the  President,  and  did  not  become 

law,  but  I  think  that  nothing  more  is  needed  to  show  that  if  it  had  come 

into  operation  it  would  not  have  had  any  such  effect,  nor  to  show  that 

the  use  of  '^greenbacks'"  has  not  been  the  cause  of  unusual  importatioDs 

from  Europe.    As  the  notes  professed  to  be  equivalent  to  gold,  the  rate 

at  which  they  actually  exchange  for  it  furnishes  a  satisfactory  test  of 

their  depreciation.    If  a  thousand  francs  in  gold  will  sell  for  eleven 
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hondred  francs  in  notes,  ifc  is.  obviously  correct  to  say  that  the  notes  are 

depreciated  to  the  extent  of  ten  per  cent. ;  and  as  the  premiam  on  gold 

varies,  we  may  correctly  say  that  the  notes  become  so  much  more  or  less 

depreciated.    Bat  it  is  not  qnite  so  certain  whether  the  canse  of  the 

variation  is  in  the  gold  or  in  the  notes,  and  there  is  good  reason  to 

believe  that  it  is  sometimes  in  the  one  and  sometimes  in  the  other.    An 

increase  in  the  quantity  of  the  notes  is  pretty  sure  to  raise  the  premiam 

on  gold,  bat  it  does  not,  therefore,  follow  that  every  rise  in  the  premiam 

is  dae  to  a  greater  issue  of  notes,  or  that  a  fall  most  be  owing  to  a 

contraction  of  the  currency.      Experience,  indeed,   fhmishes   ample 

evidence  that  the  premium  on  gold  may  me  and  M  considerably  while 

the  quantity  of  notes  remains  the  same.    Perhaps  the  most  remarkable 

instance  is  afforded  by  the  experience  of  Russia  at  the  time  of  Napoleon's 

invasion.    The  Russians,  at  that  time,  used  inconvertible  notes  to 

discharge  all  the  ordinary  functions  of  money,  and  gold  had  long  borne 

a  high  premium.    The  Russian  Government  could  not  have  chosen  such 

a  moment  to  diminish  the  amount  of  their  outstanding  notes,  but  the 

premiam  on  gold  continued  to  fall  as  the  French  army  advanced  towards 

Moscow.    The  explanation  which  Tooke  has  given  of  this  curious 

circumstance  is  that  an  unusually  large  quantity  of  gold  was  remitted  to 

Russia  from  foreign  countries  in  payment  for  Russian  produce  previously 

exported.    The  Russian  merchants  were  unwilling  to  receive  English 

goods  on  any  terms,  because  they  feared  that  Napoleon  would  destroy 

whatever  English  goods  he  found,  in  his  eagerness  to  ruin  English 

commerce,  and  English  merchants  were,  therefore,  obliged  to  remit  gold.* 

The  sadden  importation  of  so  large  a  quantity  produced  a  temporary 

fall  in  its  value,  but  as  the  notes  were  inconvertible,  and  nothing  had 

occurred  to  lower  their  value,  they  would  exchange  for  a  greater  quantity 

of  gold.    As  the  French  retreated  from  Moscow  the  premium  on  gold 

continually  rose,  because  the  Russian  merchants,  being  no  longer  afraid 

of  Napoleon,  began  to  repleniiih  their  stocks  of  English  and  other  goods, 

and  required  gold  for  exportation.    In  the  United  States,  where  an 

inconvertible  currency  has  been  maintained  ever  since  the  commencement 

of  the  civil  war,  the  premium  on  gold  has  fluctuated  considerably,  and 

was  at  one  time  as  high  as  180  per  cent.    This  was  during  the  war,  but 

after  peace  had  been  restored,  the  Federal  Government  continued  to  bay 

up  and  cancel  its  notes,  and  so  to  reduce  the  premium  on  gold,  until  in 

1868  an  Act  was  passed  prohibiting  any  frirther  contraction  of  the 

currency.    By  that  Act,  which  came  into  operation  on  the  first  of 

January,  1869,  the  amount  of  greenbacks  was  fixed  at  two  milliards,  but 

it  was  frirther  enacted  that  an  amount  equivalent  to  two  hundred  and 

twenty  million  francs  should  be  retamed  in  the  Treasury  as  a  reserve  in 
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oase  of  need,  so  thafc  the  whole  amonnt  actnally  iu  circulation  falls  short 
of  one  milliard  and  three-quarters.  Although  this  amount  has  remained 
stationary  Bince  the  passing  of  the  Act,  there  have  been  several  variations 
in  the  premiums  on  gold.  In  1869  it  was  30  per  cent.,  and  on  one 
occasion,  in  September  of  that  year,  it  was  raised,  by  the  manoeuvres  of 
certain  speculators,  to  60  per  cent.  The  Government  requires  that 
customs  duties  shall  be  paid  in  gold,  which  makes  it  imperative  for 
importers  of  duty-paying  articles  to  procure  gold  ;  and  the  speculators 
in  question  contrived  to  buy  up  nearly  all  the  gold  which  was  offered  for 
sale  in  New  York,  and  produce  an  artificial  scarcity  by  refusing  to  sell 
it.  The  name  of  "  Black  Friday"  which  was  given  to  that  day,  afibrds 
a  memento  of  the  alarm  experienced  by  the  unfortunate  merchants  who 
required  gold  on  that  particular  day,  and  who  would,  no  doubt,  have  paid 
a  much  higher  premium  if  the  Federal  Government  had  not  intervened 
and  agreed  to  sell  so  large  a  quantity  of  gold,  at  a  premium  of  SO  per 
cent.,  as  effectually  relieved  their  embarrassments.  I  do  not  mean  to 
say  that  these  fluctuations  in  the  price  of  gold  are  explained  by  saying 
that  gold  was  abundant  in  the  one  case,  or  scarce  in  the  other,  bat 
merely  wished  to  estabhsh  the]  fact  that  the  premium  may,  and  does, 
vary,  while  the  quantity  of  the  notes  remains  unaltered.  Since  1869 
the  premium  on  gold  in  the  United  States  has  been  considerably  reduced, 
and  may  be  taken  on  the  average  at  about  12  per  cent.  This  fall  may 
be  the  natural  result  of  the  increasing  population  and  wealth  of  the 
country,  which,  by  increasing  the  value  of  the  commodities  exchanged, 
have  increased  the  value  of  the  currency  exchanged  for  them,  or  it  may 
be  partly  the  result  of  the  accidental  destruction  of  a  portion  of  the 
paper  currency. 

The  disadvantages  of  a  depreciated  currency  are  the  uncertainty  which 
it  introduces  into  monetary  transactions  by  its  constant  liability  to  vary- 
ing value,  the  loss  which  it  imflicts  on  those  who  are  the  first  to  receive 
payment  in  it,  and  the  comparative  facility  which  it  affords  for  forgery. 
Gold  constantly  varies  in  value,  but  the  use  of  inconvertible  paper  affords 
an  additional  cause  of  variation,  and  the  loss  thus  inflicted  may  be  con- 
siderable, and  is  a  hardship  for  which  the  government  is  responsible. 
Forgery  again  is  practised  where  the  currency  is  metallic ;  but  it  is  more 
difiicult  for  unskilled  persons  to  detect  forged  notes  than  bad  coin. 
Some  years  ago,  the  United  States  Government  discovered  that  a  widely- 
spread  conspiracy  had  been  organised  in  one  of  the  Southern  States  to 
forge  and  utter  small  notes.  When  coin  has  been  expelled  from  drcula- 
tion,  it  is  necessary  for  the  government  to  issue  notes  of  very  small 
denominations,  and  to  a  people  who,  like  ourselves,  are  accustomed  to 
Qfie  notes  only  for  large  sums,  it  may  appear  inconvenient  to  have  such  a 
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great  variety  of  pieces  of  paper,  all  representing  different  smns.  But  this 
is  merely  a  matter  of  habit,  and  I  have  been  assared  by  a  gentleman  who 
stayed  for  some  time  in  Vienna  (where  nothing  but  paper  is  seen  in  cir- 
culation), that  though  he  was  at  first  bewildered  by  the  multiplicity  of 
the  notes,  yet  two  or  three  days'  practice  was  suiBcient  to  familiarise  him 
with  them,  after  which  he  had  no  more  difSculty  in  distinguishing 
between  different  notes  than  between  different  coins.  Another  traveller 
once  told  me,  that  having  passed  from  Canada  into  the  United  States,  he 
brought  with  him  a  small  silver  coin  which  had  been  struck  at  the 
United  States  Mint,  and  tendered  it  in  payment  for  a  newspaper.  The 
newspaper  boy  regarded  it  suspiciously,  and  it  was  only  on  learning  that 
his  customer  had  no  small  notes  that  he  consented  to  take  the  coin  at 
par.  While,  therefore,  no  one  would  recommend  a  government  to  make  an 
excessive  issue  of  inconvertible  notes,  unless  in  a  case  of  necessity,  there  is 
no  occasion  to  indulge  in  extravagant  lamentations  over  the  condition  of 
a  people  who  finds  it  necessary  to  submit  to  it.  The  groans  uttered  by 
Burke  over  the  depreciation  of  the  *^  assignats  "  issued  at  the  time  of  the 
French  Eevolntion  appear  ridiculous,  when  he  himself  acknowledges 
that  the  depreciation  did  not  at  the  time,  when  he  was  writing,  amount 
to  more  than  seven  per  cent. 

Having  thus  seen  that  the  value  of  inconvertible  treasury  notes  is 
r^olated  by  other  circumstances  besides  their  amount,  we  shall  be 
prepared  to  find  that  when  bank  notes  are  made  inconvertible,  the 
premium  on  gold  rises  and  falls  independently  of  the  fluctuations  in  the 
amount  of  the  circulation.  Some  governments  have,  when  desiring  to 
raise  a  loan,  borrowed  the  required  amount  from  a  bank,  and  have 
exempted  the  bank  from  the  necessity  of  cashing  its  notes  on  demand, 
and  as  this  secures  a  larger  circulation  for  its  notes,  the  bank  is  better 
able  to  afford  the  loan.  These  notes,  as  far  as  their  fimctions  are  con- 
cerned, are  in  all  respects  similar  to  Treasury  notes,  as  they  are  used  in  all 
payments,  are  commonly  issued  for  small  amounts,  and,  if  not  actually 
made  legal  tender,  are  seldom,  if  ever  refused.  But  the  important 
difference  between  the  notes  of  a  bank  and  those  issued  by  a  government 
is,  that  the  latter  is  able  to  determine  the  amount  of  notes  which  it  will 
keep  in  circulation,  while  a  bank  is  liable  to  have  its  notes  returned  to  it, 
and  even  though  it  is  not  obliged  to  cash  them,  it  cannot  issue  more 
than  its  depositors  choose  to  ask  for.  Its  depositors  only  ask  for  so  many 
notes  as  they  require  to  pay  for  the  commodities  which  they  buy,  and 
there  is  nothing  to  induce  them  to  draw  out  larger  qoantities  than  are 
necessary  for  the  purpose.  If  there  is  a  general  rise  of  prices,  they  will 
require  more  notes  with  which  to  pay  them;  but  the  melre  fact  that  the 
.  notes  are  inconvertible  will  not  induce  the  bank  to  give,  or  the 
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depositors  to  apply  for,  larger  credit.  If  some  depositors  draw  ont  a  more 
than  usual  quantity  of  notes,  these  will  most  probably  be  soon  returned 
to  the  bank  by  other  depositors,  as  there  is  no  advantage  in  retaining 
notes  which  the  holder  does  not  require  in  his  business.  Thus,  if  the 
circulation  is  left  to  be  regulated  by  the  bank  and  its  customers,  incon- 
vertible notes  will  not,  as  a  rule,  be  depreciated  to  more  than  a  slight 
extent  as  compared  with  gold,  and  the  amount  of  the  circulation  will  be 
much  the  same  as  when  the  notes  are  convertible,  due  allowance  being 
made  for  the  increase  obtained  by  the  issue  of  small  notes.  Gold  may  bear 
a  slight  premium,  perhaps  two  or  three  per  cent.,  because  it  can  be  UBed 
for  foreign  as  well  as  for  internal  payments,  while  notes  can  only  be  used 
within  the  country,  and  the  process  of  exchanging  notes  for  gold  is  not 
so  easy  as  when  they  are  convertible.  But,  as  a  rule,  the  notes  are 
worth  as  much  gold  as  they  profess  to  be,  and  this  method  of  raising  a 
loan  is  perhaps  the  least  objectionable  which  a  government  can  resort  to. 
The  French  Government  obtained  in  1870  a  loan  of  a  miUiard  and  a 
half  from  the  Bank  of  Prance,  for  which  it  agreed  to  give  the  bank 
2^  per  cent.,  and  also  exempt  it  from  the  obligation  to  cash  its  own 
notes,  and  the  French  people  have  certainly  suffered  less  from  this  loan 
thain  from  any  other  portion  of  the  enormous  debt  which  the  war 
brought  upon  them.  As  a  rule,  the  notes  of  the  Bank  of  France  have 
been  at  par  since  they  became  inconvertible  as  they  were  before,  and  the 
premium  on  gold,  though  it  has  sometimes  appeared,  has  never,  I  be- 
lieve, exceeded  2J  per  cent.  In  his  inaugural  address  delivered  on 
November  19th,  1872,  Dr.  Farr,  then  president  of  the  Statistical  Society, 
observed :  "Inconvertible  paper  money  is  a  mirage ;  the  American  dollar, 
the  Austrian  florin,  the  Spanish  escudo,  the  Russian  rouble,  the  Itahan 
lira,  are  paper  units,  necessarily  fluctuating  in  value  with  the  demand 
and  with  the  quantities  emitted;  and  now  the  franc,  on  which  some 
people  have  inclined  to  lean,  has  sunk  into  inconvertible  paper,  slightly 
depreciated,  and  is  subject  to  all  the  caprices  of  the  issuing  department 
of  the  Government."*  However  applicable  these  remarks  may  be  to 
the  other  countries  named,  they  are  not  correct  in  regard  to  France,  for 
the  notes  of  the  Bank  of  France  are  not  only  limited  in  their  amount  by 
law,  but  are  issued  like  those  of  the  Bank  of  England  and  of  other 
banks  in  accordance  with  the  wants  of  depositors,  and  not  in  accordance 
with  the  caprices  of  the  Government.  Their  amount  is  somewhat  more 
than  two  and  a  half  milliards,  and  it  might  be  thought  strange  that  so 
large  an  amount  can  find  employment  without  being  depreciated,  when 
the  greenback-currency  of  the  United  States,  which  amounts  to  less  than 

*  Journal  of  the  Statistical  Society  for  1872,  p.  421. 
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two  miUiardSy  is  depreciated  to  the  extent  of  12  per  cent.  It  mast, 
howeyery  be  borne  in  mind^  that  the  Bank  of  France  is  the  only  bank 
which  is  allowed  to  issue  notes  in  France^  and  ^that  its  notes  therefore 
constitate  the  whole  of  the  paper-currency  of  the  country.  In  the 
United  States,  on  the  other  hand,  there  arc  many  National  Banks  which 
are  allowed  to  issue  notes,  and  these,  if  added  to  the  greenbacks,  make  up 
a  total  of  more  than  three  and  a  half  milliards.  The  paper-currency  of 
My  only  amounts  to  one  milliard,  and  yet  it  is  depreciated  to  the 
extent  of  10  or  15  per  cent.  Italian  notes  are  issued  by  four  banks,  but 
the  issues  are,  I  beh'eve,  regulated  by  the  GoTemmcnt,  and  not  by  the 
dqxxutorB  in  the  particular  banks. 

The  most  remarkable  instance  of  an  inconvertible  bank-note  currency 
which  England  has  ever  afforded  was  during  the  long  period  1797- 
1823,  commonly  known  as  the  period  of  "  Bank  Restriction,"  when  the 
Bank  of  England  was  exempted  ft-om  the  obligation  of  cashing  its  notes 
on  demand.  The  discrepancies  which  were  sometimes  observed  between 
the  prices  of  gold  bullion  when  measured  in  sovereigns  and  in  bank 
notes  gave  rise  to  a  controversy  which  is  not  yet  ended,  and  which,  if  it 
had  oonfened  no  other  benefit  on  Political  Economy,  would  have  been 
memorable  from  its  having  been  the  occasion  which  induced  Eicardo  to 
publish  his  first  contribution  to  the  science.  The  Bank  of  England  was 
in  great  danger  of  stopping  payment  in  the  early  part  of  1797,  and  a 
Minute  in  Gonncil  was  issued  on  the  26th  of  February  which  was  in- 
tended to  relieve  its  embarrassment  by  exempting  it  j^om  the  obligation 
of  cashing  its  notes.  The  Minute  was  confirmed  and  extended  by  two 
Acta  of  Parliament,  passed  in  the  same  and  following  years  (37 
George  III.,  cap.  91,  and  38  George  III.,  cap.  1),  the  latter  of  which 
continued  the  restriction  until  the  close  of  the  war  with  France  in 
which  the  country  was  then  engaged.  But,  as  often  happens  in  such 
eases,,  what  was  intended  as  a  temporary  expedient  was  maintained  long 
aft&  the  occasion  which  called  it  forth  had  passed  away,  and  the  Bank 
was  not  compelled  to  resume  the  practice  of  cashing  its  notes  until 
1823.  During  this  long  period  the  Bank  carried  on  its  business  as 
nsaal  in  all  other  respects  except  that  of  cashing  notes  on  demand ;  but 
its  notes,  though  inconvertible,  were  received  in  payment  of  public 
taxes,  and  in  all  private  transactions.  There  was  no  reason  why  its 
depositors  should  draw  out  more  notes  than  they  required,  and  the 
Bimk  had  little  temptation  to  give  credit  to  persons  who  had  not  the 
means  of  payment^  for  there  was  no  means. of  knowing  how  soon  the 
restriction  would  be  removed,  and  as  soon  as  this  should  occur  the  Bank 
would  be  responsible  for  all  its  notes.  As  a  rule,  the  notes  of  the  Bank 
were  worth  very  little  less  than  the  gold  which  they  represented,  and 
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during  the  seven  consecutive  years  1808-1809  the  premium  on  gold 
never  much  exceeded  2  per  cent.  But  in  1810  the  premium  rose  to  a 
high  point  (15  per  cent.);  and  as  this  rise  coincided  with  an  immense 
increase  in  the  amount  of  notes  in  circulation,  it  was  very  naturally 
supposed  that  the  high  premium  on  gold  was  the  result  of  the  excessive 
issue  of  notes.  It  was  on  this  occasion  that  Eicardo  published  his  first 
work,  a  pamphlet,  whose  object  is  sufficiently  indicated  by  its  title, 
"The  High  Price  of  Bullion  a  Proof  of  the  Depreciation  of  Bank 
Notes."  In  this  pamphlet  he  gave  promise  (a  promise  which  he  after- 
wards so  amply  redeemed)  of  being  able  to  grapple  with  the  most 
difficult  problems  of  Political  Economy;  but  it  is  not  necessary  to  agree 
with  his  conclusions  in  order  to  admire  the  breadth  of  view  which  he 
displayed,  and  the  skill  with  which  he  arranged  his  ai^uments.  Had 
the  question  been  merely  whether  the  premium  on  gold  would  have  dis- 
appeared if  the  notes  had  been  convertible,  there  could  hardly  have 
been  two  opinions  on  the  matter,  for  no  one  would  have  paid  a  premium 
of  15  per  cent,  for  gold  which  he  could  have  obtained  at  par  by  taking 
his  notes  to  the  Bank.  But  Ricardo  contended  for  more  than  this;  and 
strove  to  show  that  the  Directors  had,  by  excessive  issue,  not  only  de- 
preciated their  notes  as  compared  with  gold,  but  had  also  depreciated 
the  whole  English  currency  of  gold  and  notes,  as  compared  with  the 
currencies  of  foreign  countries.  To  establish  the  first  of  these  points 
he  thought  it  sufficient  to  say  that  the  value  of  money  depended  on  its 
quantity,  and  that  the  Directors  had  the  power  of  increasing  their  issues 
at  pleasure.  So  long  as  their  notes  were  convertible  they  were  obliged, 
according  to  him,  to  restrict  their  issues  to  such  an  amount  as  would 
circulate  at  par,  but  when  restricted  irom  paying  in  specie  they  were 
able  to  regulate  their  issues  "at  pleasure."  I  have  endeavoured  to 
show  that  the  Bank  was  almost,  if  not  entirely,  passive  in  the  matter, 
and  that  the  variations  in  the  amount  of  the  circulation  d^nded  not 
on  the  caprice  of  the  Directors,  but  on  the  requirements  of  the  de- 
positors. Nor  was  the  amount  of  the  circulation  a  matter  of  indiffer- 
ence to  the  Directors ;  for,  though  they  were  not  allowed  to  cash  all  the 
notes  which  might  be  presented,  they  were  allowed  to  make  special 
agreements  with  persons  who  brought  bullion  to  the  Bank,  which  bound 
them  to  return  bullion  in  exchange  for  notes  presented  by  the  im- 
porters, though  they  might  not  in  this  manner  part  with  more 
than  three-fourths  of  the  bullion  thus  brought  to  them.  As,  more- 
over, they  were  continually  required  to  furnish  gold  to  the  Government 
for  the  pay  of  troops,  etc.,  they  were  obliged  to  keep  a  con- 
siderable store  of  gold  in  their  vaults^  and  a  depredation  of  their 
notes  would  have  inflicted  a  loss  upon   them  when  they  came  to 
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purchase  bullion.  Bank  notes,  .it  must  be  remembered,  were  not  then 
legal  tender,  and  though  it  would  certainly  have  been  difficult  for 
the  people  of  London  to  dispense  with  them,  the  Bank  had  no 
power  either  to  force  them  into  or  to  keep  them  in  circulation  if  the 
public  did  not  require  them.  Notes  are  returned  to  a  bank  whenever 
the  possessor  does  not  require  to  keep  them  by  him  for  the  purpose  of 
making  payments,  and  the  bank  has  no  means  of  determining  whether 
the  notes  shall  be  returned  on  the  same  day  as  they  are  issued,  or  shall 
remain  out  for  twenty  years.  How  then,  it  may  be  asked,  did  it  happen 
that  the  notes  were  depreciated  in  1810,  and  why  was  the  depreciation 
coincident  with,  if  it  was  not  caused  by,  an  increase  in  their  amount  ? 
This  question,  which  may  at  first  sight  seem  a  difficult  one,  will  not 
seem  unanswerable  when  we  consider  the  cases  which  have  been  cited 
above  of  the  variations  in  the  value  of  an  inconvertible  currency  in 
Russia  and  the  United  States.  There  are  two  ways  in  which  a  premium 
on  gold  may  be  produced,  viz. :  a  fall  in  the  value  of  paper,  and  a  rise 
in  the  value  of  gold.  The  latter  cause  seems  to  me  to  be  that  which 
operated  in  1810,  and  the  value  of  the  notes  was  either  stationary,  or 
may  have  experienced  a  slight  rise.  I  have  spoken  of  the  notes  as 
depreciated  because  they  were  not  worth  what  they  professed  to  be,  but 
have  not  meant  to  imply  that  there  was  an  actual  fall  in  their  value.  Of 
course  it  would  be  useless  to  dispute  as  to  whether  notes  had  become  less 
valuable  when  compared  with  gold,  or  gold  more  valuable  when  compared 
with  paper.  In  considering  whether  the  value  of  either  had  fallen,  I 
mean  their  value  as  measured  by  labour.  I  have  no  table  of  wages  which 
might  determine  this  question,  but  Tooke's  account  of  the  prices  of 
several  of  the  principal  articles  of  commerce  shows  that  there  was  a 
pretty  general  fall  of  prices  in  1810,  and,  therefore,  tends  to  show  that 
the  value  of  notes  had  risen.  The  large  issue  of  notes  which  took  place  in 
that  year,  and  which  exceeded  by  175,000,000f.  the  amount  in  circulation 
in  the  previous  year,  is  one  of  the  ordinary  concomitants  of  a  commercial 
crisis  such  as  had  then  taken  place.  More  notes  were  issued,  not  because 
the  directors  wished  to  increase  the  amount,  but  because  merchants  and 
others  wished  to  provide  themselves  with  a  sufficient  amount  of  good 
paper  in  which  the  public  had  confidence  in  order  to  meet  their  liabilities. 
The  number  of  commercial  transactions  was  probably  diminished,  but 
more  bank  notes  were  required  to  perform  the  functions  which  had  been 
previously  performed  by  bills  or  cheques  on  traders  and  bankers  who 
had  became  insolvent.  Had  the  bank  refused  to  increase  its  issues  the 
number  of  &ilures  would  have  been  largely  increased,  but  it  may  be 
doubted  whether  the  premium  on  gold  would  have  been  a  wit  the  less. 
That  premium  was  owing  to  the  fact  that  the  notes  were  inconvertible 
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at  a  time  when  gold  was  difficult  to  procure,  and  was  very  uigentlf 
required  for  exportation.  Ricardo  contended  that  gold  was  only  required 
for  exportation  because  it  was  depreciated,  and  that  this  depreciation  was 
the  consequence  of  an  excessive  issue  of  notes.  He  maintained,  yerj 
correctly  no  doubt  as  a  general  principle,  that  a  commodity  can  only  be 
exported  when  it  is  cheaper  in  the  exporting  than  in  the  importing  country, 
and  that  gold  does  not,  in  this  respect,  differ  from  other  commodities. 
Unquestionably  gold  would  not  be  regularly  imported  from  Australia 
into  England  if  it  were  not  cheaper  in  Australia,  any  more  than  coals 
would  be  exported  from  Newcastle  to  London  if  they  could  be  more 
cheaply  produced  in  London  than  in  Newcastle.  But  it  does  not  follow 
that  gold  can  never  be  exported  unless  its  value  in  the  exporting  country 
has  diminished.  In  the  case  in  question  gold  was  required  for  subsidies 
to  foreign  governments,  for  the  troops  serving  abroad,  and  to  pay  for 
large  importations  of  com  to  supply  the  defects  of  the  harvest.  It  is 
quite  true,  as  Kicardo  remarked,  that  gold  would  not  have  been  sent 
for  these  purposes  if  the  same  object  could  have  been  obtained  by  export- 
ing cloth  or  other  commodities,  but  it  by  no  means  follows  that  gold 
must  have  been  depreciated  because  no  other  commodities  could  be 
sent.  Bicardo  asked  what  should  prevent  foreigners  from  receiving 
English  goods,  but  the  circumstances  of  the  war  in  which  we  were  then 
engaged  afforded  sufficient  explanation.  Napoleon  carried  on  war  in  a 
way  which  has  never  been  paralleled  before  or  since,  and  forced  every 
government  whom  his  influence  could  reach  to  prohibit  the  importation 
of  English  goods  on  any  terms  whatever,  and  it  is  difficult  to  imagine 
any  circumstance  which  could  act  as  a  stronger  inducement  to  foreigners 
to  refuse  to  receive  our  goods.  But  even  without  such  an  explanation, 
there  is  no  difficulty  in  accounting  for  the  unwillingness  of  foreigners 
to  receive  English  goods  at  the  particular  moment  when  England  wished 
to  make  a  large  payment  abroad.  The  very  reason  why  gold  has  been 
chosen  to  serve  as  money  is  that  it  may  effect  exchanges  between  persons 
each  of  whom  does  not  happen  to  possess  the  article  which  the  other 
requires.  To  say  that  gold  is  depreciated  whenever  it  is  exported  is  to 
say  that  it  becomes  less  valuable  whenever  it  is  used  to  discharge  the 
only  function  for  which  it  can  be  used.  The  English  (Jovemment  under- 
took to  pay  subsidies  in  money  because  money  is  the  only  thing  which  is 
at  all  times  required,  and  it  would  be  difficult  to  show  why  the  &ct 
that  a  subsidy  was  promised  should  at  once  produce  an  extra  demand  for 
the  goods  of  the  subsidising  country.  It  would  be  arguing  in  a  cirale  to 
contend  that  gold  was  exported  because  it  was  depreciated,  and  then  to 
give  the  exportation  as  the  sole  proof  of  the  depreciation.  Bicardo  saw 
that  the  introduction  of  a  forced  paper-currency  was  always  followed  by 
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an  expoitafcion  of  gold,  and  he,  therefore,  snppoeed  that  the  addition 
of  a  large  quantity  of  paper  to  the  money  already  in  circulation  lowered 
the  value  of  the  whole  currency,  raised  prices,  and  encouraged  the  export 
of  bullion  to  pay  for  commodities  imported  from  countries  where  prices 
were  lower.    But  though  the  fact  is  certain,  it  is  not  quite  certain  that 
this  is  the  true  explanation.    Oold  is  exported  because  paper  takes  its 
place,  but  the  substitution  of  the  one  for  the  other  may  be  effected 
without  a  general  riseTof  prices.    The  introduction  of  a  forced  currency 
generally  follows  on  the  outbreak  of  a  war,  or  some  other  disturbance  of 
industry,  and  at  such  a  time  merchants  require  gold  to  settle  their 
accounts  with  foreigners,  and  it  is  exported  in  large  quantities.    The 
paper,  which  cannot  be  exported,  takes  its  place  in  the  home  circulation, 
and  even  though  foreigners  should  send  large  quantities  of  gold  imme- 
diately afterwards  to  settle  their  outstanding  accounts  it  will  not  appear 
in  circulation,  but  will  remain  stored  up  in  the  banks  or  in  the  Treasury. 
However  this  may  be,  the  export  of  bullion,  if  it  is  ever  produced  by  the 
establishment  of  a  forced  currency,  can  only  be  produced  once  by  this 
cause,  viz,  when  it  is  introduced,  and  any  effect  of  this  kind,  if  ever 
produced  in  England,  must  have  occurred  in  1797,  and  not  in  1810. 
After  the  paper  has  once  expelled  gold  from  circulation,  no  further 
depreciation  will  hold  out  any  encouragement  to  importation  from  abroad, 
for  the  depreciation  will  be  confined  to  the  paper,  and  a  merchant  can 
gain  nothing  by  buying  goods  at  low  prices  abroad  where  he  pays  in 
gold,  and  selling  them  at  high  prices  in  a  country  where  he  must  receive 
payment  in  depreciated  paper.    Bicardo,  indeed,  seems  to  have  thought 
that  an  increase  in^^the  amount  of  the  notes  lowered  the  value  of  gold, 
but  it  is  difficult  to  understand  what  was  his  reason  for  thinking  so, 
for  if  gold  and  paper  had  been  equally  depreciated  by  the  same  cause 
there  would  have  been  no  premium  on  gold.    He  seems  also  to  have 
thought  that  the  depreciation  was  steadily  increasing,  but  if  this  had 
been  so  the  exchanges  must,  on  his  own  showing,  have  been  always 
unfavourable,  whereas  they  were  often  in  favour  of  this  country.    The 
experience  of  France  and  the  United  States  at  the  present  time,  and 
indeed  of  all  countries  which  possess  a  forced  cuiTency,  shows  that  where 
that  system  prevails    the  exchanges   are  alternately  favourable  and 
unfavourable,  as  happens  with  other  countries.    But  in  other  countries 
an  export  of  bullion  does  not  cause  the  market  price  to  rise  above  the 
Mint  price,  because  it  can  always  be  procured  at  the  latter  rate  in 
exchange  for  bank  notes.   If  its  value  rises  on  such  an  occasion,  the  fact 
is  shown  by  a  fall  of  wages,  but  in  1810  wages  were  measured  in  paper, 
and  it  is  possible  that  they  did  hot  fall,  but  that  gold  rose  in  value  for  a 
time  wiUiout  the  value  of  paper  being  affected.     Bicardo  himself 
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observes — "  At  present  gold  coin  is  only  a  conunodity,  and  bank  notes 
are  the  standard  measure  of  value."*  So  that  while  gold  being  at  a 
premium  would  command  more  labour,  the  nominal  rate  of  wages  may 
have  remained  the  same. 

Ricardo  was  not  ignorant  of  the  argument  that  there  is  a  distinction 
between  bank  notes  and  gold  as  regards  their  effect  upon  prices,  for  it 
was  frequently  urged  in  defence  of  the  Bank  of  England  by  his 
contemporaries ;  but  he  considered,  as  many  persons  have  considered  since, 
that  he  had  refuted  it.  Among  others,  Bosanquet,  a  London  merchant, 
contended  that  the  issue  of  notes  by  the  Bank  could  not  raise  prices 
because  they  were  only  issued  by  way  of  loans  and  discounts,  while  he 
admitted  that  the  discovery  of  a  mine  would  raise  prices.  To  this 
Bicardo  replied : — "  Now,  supposing  the  gold  mine  to  be  actually  the 
property  of  the  Bank,  even  to  be  situated  on  their  own  premises,  and 
that  they  procured  the  gold  which  it  produced  to  be  coined  into  guineas, 
and  in  lieu  of  issuing  their  notes  when  they  discounted  bills  or  lent 
money  to  Government,  that  they  issued  nothing  but  guineas;  could 
there  be  any  other  limit  to,  their  issues  but  the  want  of  the  further 
productiveness  in  their  mine  ?  In  what  would  the  circumstances  differ 
if  the  mine  were  the  property  of  the  king,  of  a  company  of  merchants, 
or  of  a  single  individual  P  In  that  case  Mr.  Bosanquet  admits  that  the 
valiie  of  money  would  fell ;  and  I  suppose  he  would  also  admit  that  it 
would  fall  in  exact  proportion  to  its  increase."  (Reply  to  Mr.  Bosanqnet's 
observations,  &c.,  chap,  v.)  This  seems  but  a  slight  variation  of  the 
hypothesis,  and  yet,  in  reality,  it  entirely  alters  the  question,  for  it 
supposes  the  Bank  to  engage  in  a  non-banking  operation.  In  the  case 
supposed,  there  would,  no  doubt,  be  a  fall  in  the  value  of  money,  but  this 
would  be  occasioned  by  the  greater  facility  of  procuring  gold  from  the 
mine,  not  by  the  operations  of  the  Bank  considered  as  a  bank.  The 
mine  being  supposed  to  be  more  fertile  than  those  previously  worked, 
the  workmen  engaged  in  it  would  receive  higher  wages,  and  the  rise  of 
wages  would  soon  extend  to  those  engaged  in  other  mines,  and  by  d^rees 
to  all  other  classes.  The  general  rise  of  wages  would  necessitate  a 
general  rise  of  prices,  and  this  again  would  enable  the  merchants  and 
others  who  dealt  with  the  Bank  to  send  larger  bills  for  discount,  and  to 
draw  larger  cheques  against  them,  and  thus  the  amount  of  the  currency 
would  be  gradually  increased  because  its  value  had  feUen.  Such  a  rise 
of  prices  could  not  be  produced  by  an  issue  of  bank  notes,  because  the 
Bank  only  gives  credit  to  its  customers  in  proportion  to  the  amount  of 
the  securities  which  they  can  offer,  and  this  amount  depends  on  the 

*  Works.    M'(Mlooh*s  Edition,  1846,  p.  278. 
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prices  of  the  goods  which  they  have  sold  ;  so  that  the  amount  of  the 
notes  in  circulation  is  the  effect,  and  not  the  cause,  of  the  general  range 
of  prices.     It  does  not  matter  whether  the  circulating  medium  be 
composed  of  metal  or  of  paper,  for  in  either  case  the  same  effect  would 
be  produced  in  the  same  circumstances,  and  Ricardo  was  perfectly  right 
in  maintaining  that,  other  things  being  equal,  the  value  of  money  would 
vary  inversely  as  its  quantity.    What  seems  to  have  escaped  him  is  that 
there  is  a  difference  between  the  modes  in  which  bank  notes  and  coin 
come  into,  and  remain  in,  circulation,  and  that  this  difference  prevents 
the  former  ih:om  being  issued  in  excess,  t.d.,  in  quantities  so  large  as  to 
depreciate  them.    M'Culloch,  in  his  "  Literature  of  Political  Economy," 
makes  the  following  remarks  on  Ricardo's  "  Reply  to  Mr.  Bosanquet's 
Observations:" — "This  is,  perhaps,  the  best  controversial  essay  that  has 
ever  appeared  on  any  disputed  question  of  Political  Economy.    In  it  Mr. 
Ricardo  met  Mr.  Bosanquet  on  his  own  ground,  and  overtlirew  him  with 
his  own  weapons.    He  examined  the  proofs  which  Mr.  Bosanquet  had 
brought  forward  of  the  pretended  discordance  between  the  facts  stated 
in  his  own  pamphlet,  which  he  said  were  consistent  with  experience,  and 
the  theory  laid  down  in  the  Bullion  Report;  and  showed  that  Mr. 
Bosanquet  had  either  mistaken  the  cases  by  which  he  proposed  to  try 
the  theory,  or  that  the  discrepancy  was  only  apparent,  and  was  entirely 
a  consequence  of  his  inability  to  apply  the  theory,  and  not  of  anything 
erroneous  or  deficient  in  it.     The  victory  of  Mr.  Ricardo  was  perfect 
and  complete  ;   and  the  elaborate  errors  and  misstatements  of  Mr. 
Bosanquet  served  only,  to  use  the  words  of  Dr.  Coppleston,  *  to  illustrate 
the  abilities  of  the  writer  who  stepped  forward  to  vindicate  the  truth.' " 
The  eulogium  contained  in  the  first  of  these  remarks  is  well  merited,  but 
I  should  rather  apply  to  this  pamphlet  the  praise  which  Macaulay  gives 
to  Boyle's  answer  to  Bentley,  that  it  is  the  best  book  ever  written  on 
the  wrong  side  of  a  question.    The  history  of  physical  science  furnishes 
more  than  one  instance  in  which  a  great  man,  who  was  a  master  of  the 
art  of  arguing,  has  obtained  an  apparent  victory  over  an  opponent  whose 
powers  of  exposition  were  inferior,  but  who  has  since  been  found  to  have 
had  some  truth  at  least  on  his  side.    Bosanquet  was  not  able  to  state  his 
views  clearly  enough  to  defend  them  against  the  attacks  of  so  perfect  a 
master  of  fence  as  Ricardo,  who,  on  his  part,   was  always  ready  to 
seize  on  every  opportunity  for  making  a  dexterous  thrust.    Bosanquet, 
for  instance,  said  that  bank  notes  were  only  issued  in  the  quantities 
required  to  supply  the  wants  of  commerce,  and  Ricardo  at  once  fastened 
on  the  expression  as  being  too  vague,  and  said  that  no  quantity  could  be 
too  great  for  such  a  purpose,  and  that  if  the  value  of  money  fell  to  one- 
tenth  of  what  it  had  been,  commerce  would  at  once  require  ten  times  as 
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large  a  quantity.  All  thiB  is  trae  enonghy  but  it  is  really  beside  the 
question,  which  is,  whether  a  large  issue  of  notes  can  depreciate  money, 
not  whether  the  depreciation  of  money  can  cause  a  large  issue  of  notes. 
Bosanquet  contended  that  the  Directors  of  the  Bank  did  not  increase  the 
circulation  at  their  own  pleasure,  because  it  depended  on  the  depositors 
how  many  notes  should  be  issued,  and  how  long  they  should  remain  in 
circulation,  and  Ricardo  did  not  give  any  satisfactory  answer  to  this 
argument.  It  might  be  thought  that  when  the  Bank  was  reUeved  from 
the  obligation  of  cashing  its  notes  on  demand,  the  Directors  would  haye 
become  less  cautious  in  giving  credit,  but  this  cannot  have  been  the 
case,  for,  as  Bioardo  himself  mentions,  the  amount  of  the  annual  diyidend 
and  the  price  of  Bank  Stock  doubled  during  the  period  of  the  restriction. 
Soon  after  the  appearance  of  Bicardo's  pamphlet  the  House  of  Com- 
mons appointed  a  Committee  (which  has  since  become  so  celebrated  as 
"  The  Bullion  Committee '')  to  investigate  the  causes  of  the  high  price 
of  bullion,  and  their  report  agreed  in  the  main  with  the  views  of 
Bicardo.  Like  him,  they  ascribed  the  high  price  to  an  over-issue  of 
bank  notes,  and,  like  him,  they  recommended  a  return  to  specie  pay* 
ments.  Lord  £ing  gave  a  practical  turn  to  the  controversy  by  sending 
a  circular  to  his  tenants,  informing  them  that  he  would  not  receive 
Bank  of  England  notes  in  payment  of  their  rents  except  at  a  disooont, 
and  requiring  them  either  to  pay  in  gold,  or,  if  they  paid  in  paper,  to 
bring  as  much  as  would  purchase  the  amount  of  gold  which  was  due. 
He  was  a  Political  Economist  who  shared  tke  views  of  Bicardo  on  this 
subject,  and  his  object  in  taking  this  step  was  to  bring  public  opinion  to 
bear  on  the  Directors*  of  the  Bank,  and  thus  compel  them  to  restrict 
their  issues.  It  thus  became  necessary  for  Parliament  to  decide  whether 
any  action  should  be  taken  in  the  matter ;  and,  in  spite  of  the  report  of 
the  Bullion  Committee,  an  Act  was  passed  depriving  landlords  of  the 
power  of  distraining  on  tenants  who  offered  payment  in  notes,  and  the 
resumption  of  specie  payments  was  not  ordei'ed  till  1819.  Bank  notes 
were  not  actually  made  legal  tender  till  1832,  and  though  landlords 
were  not  allowed  to  distrain,  they,  like  all  other  creditors,  were  able  to 
sue  at  common  law  for  payment  in  gold  during  the  continuance  of  the 
restriction.  The  interference  of  Parliament,  of  course,  settled  the 
pecuniary  question  between  Lord  King  and  his  tenants,  but  the  econ- 
omic question  could  not  be  disposed  of  in  such  a  summary  way ;  and 
though  the  law  was  obeyed,  the  House  of  Commons  has  incurred  no 
small  amount  of  ridicule  for  its  conduct  on  this  occasion.  The  House 
agreed  to  a  string  of  resolutions  moved  by  Yansitart,  the  Chancellor  of 
the  Exchequer ;  one  of  which,  the  third,  affirmed  that  Bank  of  England 
notes  were  equivalent,  in  public  estimation,  to  the  gold  which  they 
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repi€8ented.  This  resolation  has  become  one  of  the  stock  examples  of 
the  folly  of  legislative  bodies.  The  late  Sir  John  Bowring  stated,  as 
instances  of  the  ignorance  of  English  politicians  at  the  beginning  of 
this  centniy,  that  a  Minister  informed  Parliament  that  Demerara  was 
an  island,  and  that  Parliament  itself  declared  that  a  pound-note  and  a 
shilling  were  worth  a  guinea,  which  sold  for  twenty-eight  shillings  in  the 
market ;  as  if  the  economic  ignorance  exhibited  in  the  latter  case  were 
fiiBy  eqnal  to  the  geographical  ignorance  displayed  in  the  former.  It 
wonld  seem,  however,  that  though  the  language  of  the  resolution  was 
unfortunate,  those  who  voted  for  it  intended  it  to  represent  a  correct 
opinion.  They  meant  to  affirm  that  notes  were  received  in  all  ordinary 
transactions  at  the  same  rate  at  which  gold  would  have  been  taken  if 
tendered,  and  that  nothing  was  said  of  any  reduction  in  consideration  of 
payment  in  gold.'! In  the  United  States,  at  the  present  time,  com- 
modities have  two  prices,  according  as  they  are  paid  for  in  gold  or 
paper,  but  this  was  not  then  the  case  in  England*  Prices  were  fixed  in 
acoorduice  with  the  value  of  the  articles  as  compared  with  gold,  but 
bank  notes  were  received  in  payment  without  any  discount,  whether  the 
premiom  on  gold  was  high  or  low.  The  premium  made  its  appearanoe 
in  subsequent  years,  but  it  was  not  a  constant  phenomenon,  but  only 
appeared  when  gold  was  required  for  exportation. 

Whatever  diflference  of  opinion  there  may  be  respecting  the  liability 
of  inconvertible  notes  to  become  depreciated,  it  seems  strange  that  any- 
one should  suppose  that  notes  can  become  so  when  people  have  both  the 
power  and  the  will  to  obtain  gold  in  exchange  for  them  by  simply  taking 
them  to  the  bank  which  has  issued  them.  I  say,  the  power  cmd  ^  toiU 
for  a  law  is  not  enough  to  secure  convertibility,  if  the  habits  of  the 
people  are  opposed  to  it.  Strange  as  it  may  sound  to  an  Englishman, 
public  opinion  in  the  United  States  is  said  to  condemn  as  ''sharp 
practice,"  the  presentation  of  a  note  which  professes  to  be  payable  on  de- 
mand, and  the  exaction  of  the  ftilfilment  of  the  promise.  Bank  notes 
thus  become  practically  to  some  extent  inconvertible,  and  are  sometimes 
depreciated  to  the  extent  of  8  or  4  per  cent.,  as  they  are  less  useful  than 
gold.  But  where,  as  in  England,  bank  notes  are  constantly  presented 
for  payment  to  the  banks  which  issue  them,  there  cannot  be  any  differ- 
ence between  the  nominal  and  the  actual  value  of  notes  as  long  as  the 
bank  remains  solvent.  It  is  probable  that  this  would  never  have  been 
disputed  if  there  had  not  been  a  controversy  respecting  the  deprecia- 
tion  of  notes  at  a  time  when  they  were  inconvertible,  but  the  contro- 
verfify  has  survived  the  cuxjumstances  which  gave  it  birth.  The  cause 
whidi  Bosanquet  pleaded  was  taken  up  and  more  ably  handled  by 
Tooke,  whose  voluminous  ''History  of  Prices  "  is  an  exhaustive  refuta- 
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tion  of  the  feUacies  and  mifistatementB  put  forward  by  yarioos  writeiB, 
who  ascribed  abnost  every  rise  of  prices  to  the  capricions  management  of 
the  Bank  of  England.    Colonel  Torrens  came  forward  to  defend  the 
accuracy  of  Ricardo's  opinions  against  the  assaults  of  Tooke,  and  though 
in  the  meantime  the  Bank  had  resumed  specie  payments^  he  neverthe- 
less maintained  that  it  could  and  did  depreciate  its  notes  by  over-issue. 
He  could  noty  indeed,  maintain  that  any  note-holder  would  buy  gold  at  a 
premium  when  he  could  obtain  it  at  par  by  simply  presenting  the  note 
at  the  bank,  but  he  maintained  that  the  presentation  itself  was  a  proof 
of  depreciation.     As  Ricardo  had  contended  that  gold  could  not  be 
exported  unless  it  was  depreciated,  so  Torrens  contended  that  a  note 
could  not  be  presented  for  payment  unless  its  possessor  found  that  it 
was  less  usefiil  to  him  than  gold,  and  Torrens  considered  that  this  was 
the  same  as  depreciation.    In  fact,  however,  notes  are  frequently  pre- 
sented, not  because  the  holders  have  any  fear  that  they  will  not  be 
received  at  par,  but  simply  because  they  desire  to  get  change  for  making 
small  payments,  and  the  presentation  of  a  note  no  more  proves  that  it 
is  depreciated  than  the  sending  of  gold  to  the  Bank  of  England  in 
exchange  for  notes  proves  that  gold  is  depreciated.    Perhaps  Tooke*s 
language  on  this  subject  was  somewhat  faulty,  for  he  maintained  that 
bank  notes  could  never  be  issued  in  excess,  because,  whenever  any  one 
had  any  notes  which  he  did  not  require,  he  would  take  them  to  the  bank 
and  the  superfluity  would  be  at  once  removed.    Torrens  replied  that  this 
amounted  to  contending  that  the  existence  of  the  effect  proved  the  non- 
existence of  the  cause,  and  he  admitted  that  convertible  notes  could  not 
be  permanently  depreciated,  but  contended  that  there  might  be  a  tem- 
porary depreciation.    It  is  singular  that  he  should  have  contended  with 
so  much  earnestness  for  such  a  paltry  victory,  for  if  we  admit  his  arga- 
ment  to  be  correct,  it  amounts  to  nothing  more  than  saying  that  a  bank 
note  may  be  received  by  a  person  who  does  not  wish  to  keep  it,  and  that 
it  is  depreciated  during  the  half-hour  which  elapses  while  the  holder 
is  walking  to  the  bank  and  getting  it  cashed.    His  argument  with  ^ 
regard  to  the  exportation  of  bullion  is  much  the  same  as  Ricardo^s, 
although  he  had  had  the  advantage  of  studying  the  facts  which  had 
been  collected  by  Tooke  to  show  that  an  export  was  frequently  brought 
about  by  circumstances  unconnected  with  the  state  of  the  currency.  The 
most  common  cause  of  an  export  of  bullion  is  a  bad  harvest,  which  pro- 
duces a  sudden  demand  for  foreign  com  without  producing  a  foreign 
demand  for  the  commodities  of  the  com-importing  country.    This  is 
well  known  to  all  persons  engaged  in  business,  and   was  stated  bj 
Thornton  and  Bosanquet  in  Ricardo's  time,  as  it  was  afterwards  by 
Tooke.    Ricardo's  reply  has  been  ah-eady  noticed,  but  that  of  Colonel 
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Tonens  is  somewhat  differenl^  and  is  an  endeavonr  to  save  the  theoiy 
while  admitting  a  fact  which  is  in  direct  opposition  to  it.  He  says : 
''When  irom  a  deficient  harvest^  the  proportion  between  the  qoantitj  of 
commodities  and  the  amount  of  circulating  medium  becomes  less  in  any 
particular  country  than  in  other  countries,  the  currency  of  that  country, 
although  not  increased  in  actual  amount^  is  rendered  relatively  redund- 
ant And  should  the  cuirenpy  consist  of  convertible  paper,  the  issue  of 
such  paper  upon  whatever  securities,  or  however  urgently  demanded,  would 
be  an  excessive  issue,  leading  sooner  or  later  to  inevitable  contraction, 
more  abrupt  and  calamitous  the  longer  it  should  be  delayed."  *  Thus, 
while  admitting  that  the  export  of  bullion  is  caused  by  a  bad  harvest,  he 
nevertheless  ascribes  it  to  a  redundant  currency,  and  says  that  this  very 
redundancy  is  caused  by  the  bad  harvest.  This  may  save  the  theory,  but 
only  by  depriving  it  of  all  value,  for  if  the  currency  is  said  to  be 
redandant  merely  because  the  prices  of  one  or  two  articles  have  risen,  it 
may  be  called  redundant  at  any  time  when  it  suits  the  purpose  of  the 
writer,  and  no  light  is  really  thrown  on  the  causes  of  the  export  of 
bullion.  The  real  question  is  whether  an  increase  of  bank  notes  pro- 
duces the  same  effect  as  the  discovery  of  a  fertile  mine  upon  the  foreign 
trade  of  a  country,  and  this  question  cannot  be  solved  by  merely  calling 
the  currency  redundant  whenever  bullion  is  exported.  That  bankers 
have  no  power  to  determine  the  amount  of  their  circulation  is  a  jBEiot 
which  is  patent  to  all  who  have  attentively  observed  the  mode  of  their 
operations.  Every  one  who  has  ever  presented  a  cheque  to  a  bank 
biowB  that  he  has  been  at  once  asked  *' How  wiU  you  have  it?"  and 
according  to  the  nature  of  his  reply  has  received  notes,  or  gold,  or 
both.  This  is  the  only  way  in  which  notes  can  come  into  circulation  ; 
and  thus,  unless  the  law  interferes,  the  amount  of  the  issues  is  entirely 
determined  by  the  customers  or  those  to  whom  they  give  their  cheques. 
Ab,  moreover,  persons  who  do  not  require  the  notes  which  they  receive 
Bend  them  back  to  the  bank,  either  directly  or  through  the  medium  of 
other  banks,  it  is  the  public  which  determines  the  length  of  time  for 
which  the  notes  are  to  remain  in  circulation.  But,  say  Bicardo  and 
Torrens,  if  banks  have  no  power  of  forcing  notes  into  circulation,  how 
did  bank  notes  ever  come  into  use  at  all  ?  If  the  circulation  was 
already  sufficient  before  banks  were  established,  how  were  bank  notes 
able  to  supplant  coin  except  by  depreciating  it  and  expelling  it  from  the 
country?  The  difficulty  is  only  apparent,  for  though  it  is  true  that 
banks  could  not,  in  the  first  instance,  obtain  a  circulation  for  their  notes 

*  Prindplee  and  Fraotical  Operation  of  Sir  Bobert  Peel's  Bill  of  1S44,  to  London, 
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without  offering  them  to  their  cafitomers,  yet  it  is  the  cnstomers  who 
determine  the  amount  which  they  will  take.  Persons  who  would  other- 
wise have  asked  for  coin  ask  for  notes  instead,  and  the  coin  is  gradually 
paid  back  into  the  banks,  while  the  notes  take  its  place  in  the  circula- 
tion. Bankers,  finding  that  coin  is  not  asked  for  so  much  as  formerly, 
are  not  obliged  to  keep  such  large  reserves,  and  as  it  is  ahnost  always 
necessary  to  send  bullion  to  some  foreign  country  or  other,  the  surplus 
gradually  disappears.  Bicardo  and  Torrens  would,  no  doubt,  say  that 
in  such  a  case  gold  is  redundant,  and,  in  a  certain  sense,  it  is,  but  it 
does  not  follow  that  any  rise  of  prices,  or  any  fall  in  the  value  of  gold 
takes  place.  At  all  events,  an  export  of  bullion  under  such  circumstances 
is  not  a  thing  to  be  deplored,  but  is  a  benefit  to  the  country. 

It  may  be  as  well  briefly  to  recapitulate  the  principles  which  it  is  the 
object  of  the  present  chapter  to  establisL  Convertibility  affords  the 
only  infaUible  means  of  securing  that  the  value  of  a  paper  currency 
sht^  always  be  equal  to  that  of  the  gold  which  it  represents.  When 
inconvertible  paper  is  issued  to  de^y  the  expenses  of  a  Government 
there  is  no  limit  to  the  possible  extent  of  its  depreciation,  because  the 
Government  may  force  unlimited  quantities  into  circulation.  Such  a 
Government  is  in  a  position  similar  to  that  of  the  discoverer  of  a 
mine,  and  it  is  not  without  reason  that  the  French  apply  the  name  of 
"  papier*monnaie  "  to  inconvertible  paper.  When  the  notes  of  a  bank 
are  made  inconvertible,  but  the  bank  is  allowed  to  continue  its  business 
just  as  before  in  all  other  respects,  there  may  be  some  depreciation,  but 
it  is  neither  so  great  nor  so  permanent  as  in  the  case  of  Treasury  notes. 
When  bank  notes  are  practically  convertible  they  can  never  be  depre-  I 
ciated.  Bank  notes,  whether  convertible  or  not,  provided  only  that 
they  are  issued  by  the  banks  according  to  the  requirements  of  their 
customers,  can  never  produce  a  general  rise  of  prices,  but  the  amount  of 
the  circulation  depends  upon  the  general  range  of  prices  and  the  amount 
of  business  done. 
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CHAPTER  VI.— BESTRICTIONS  ON  BANKING. 

FBBE  TBADS  IN    BAHKIKG — ^PKIYILSaED  BAISTES— JOINT    BTOOK    BANKS 

— TISSUE  OF  NOTBft— BANK  OF    BNGLANB— <K)UNTBT  BANKS— 

SOOTLAND  AND  IBBLAND. 

Thb  buBiness  of  monej-lending  has  for  ages  been  viewed  with  diB&vour, 
and  it  is  not  difficult  to  understand  why  there  should  always  exist  a 
prejudice  against  men  who  seem  to  earn  a  living  by  taking  advantage  of 
the  necessities  of  other  people.  In  some  countries  the  lending  of  money 
at  interest,  or,  as  it  is  called,  usury,  has  been  totally  prohibited ;  while 
in  others  it  has  only  been  allowed  to  be  practised  by  persons  standing  in 
the  position  of  social  outcasts.  As  civilization  advances,  the  prohibition 
of  usury  is  found  to  be  so  inconvenient  that  legislators  content  themselves 
with  regulating  a  trade  which  they  cannot  suppress  ;  and  allow  interest 
to  be  charged,  provided  that  it  does  not  exceed  a  certain  maximum. 
Although  the  Usury  Laws  have  now  been  repealed  in  England,  France, 
and  other  European  countries,  the  notion  still  seems  to  prevail  that 
money-lending  is  a  business  which^  more  than  others,  requires  to  be 
watched  over  and  regulated  by  the  State.  Even  those  who  are  most 
anxious  to  secure  to  other  traders  the  most  complete  liberty  to  manage 
their  business  in  whatever  manner  may  seem  best  to  them,  are  not 
inclined  to  admit  that  the  same  arguments  are  equally  applicable  to  the 
case  of  bankers  as  to  those  of  com  dealers  or  sugar  refiners.  Gobden, 
who  devoted  some  of  the  best  years  of  his  life  to  an  agitation  in  favour 
of  Free  Trade  in  com,  was  one  of  the  supporters  of  the  Bank  Act  of 
1844,  which  imposed  the  most  stringent  and  unheard  of  restrictions  on 
trade  in  money.  It  is  remarkable  that  the  American  protectionist,  Mr. 
Carey,  is  in  favour  of  allowing  bankers  to  manage  their  business  in  their 
own  way,  without  interference  from  the  Government.  It  would  appear, 
therefore,  that  i;ieither  of  these  eminent  men  has  been  led  to  his 
conclusions  by  political  considerations  as  to  the  value  of  liberty  in  the 
abstract,  but  that  each  was  guided  by  his  opinions  as  to  the  teaching  of 
Economic  Science.  It  is,  therefore,  of  some  importance  to  consider  what 
light  can  be  thrown  on  the  political  question  by  reference  to  economic 
principles ;  and  this  is  the  object  of  the  present  chapter. 

As  an  instance  of  the  views  commonly  held  respecting  the  propriety 
of  granting  to  bankers  the  same  liberty  which  all  other  subjects  consider 
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themselves  entitled  to  enjoy  in  the  management  of  their  own  affaiis,  I 
may  cite  a  passage  from  the  well-known  work  of  Tooke,  who  was  one  of 
the  most  strenuous  advocates  of  the  repeal  of  the  Corn  Laws,  with  whose 
mischievous  effects  he^  as  a  com  dealer,  was  practically  and  most 
disagreeably  acquainted.  He  says  : — '*  I  agree  with  a  writer  in  one  of 
the  American  papers^  who  observes  that  Free  Trade  in  Banking  is 
synonymous  with  Free  Trade  in  Swindling.  They  (Claims  for  Freedom 
of  Banking)  do  not  rest  in  any  manner  on  ground  analogous  to  the  claims 
of  freedom  of  competition  in  production.  The  claims  for  such  freedom 
of  competition  are  on  the  partK)f  the  public,  and  are  alone  of  paramonnt 
consideration.  But  the  issue  of  paper  substitutes  for  coin  is  no  branch 
of  productive  industry.  It  is  a  matter  for  regulation  by  the  State  with 
a  view  to  general  convenience,  and  comes  within  the  province  of  police." 
(History  of  Prices,  vol  8,  chap.  4,  sec.  8,  page  206.) 

That  a  writer  who  is  so  honourably  distinguished  by  moderation  and 
fidmessy  should  endorse  so  strong  an  expression  as  ^'Free  Trade  in 
Swindling  "  as  an  epithet  to  denote  a  system  of  which  he  did  not  ai^prove, 
affords  a  remarkable  instance  of  the  extent  to  which  the  judgment  of  the 
calmest  enquirers  may  be  perverted  by  their  feelings.  Tooke  might 
have  remembered  that  in  most  instances  in  which  the  State  has  stepped 
in  to  regulate  a  trade,  it  has  done  so  on  the  ground  that  such  a  course 
was  necessary  for  the  prevention  of  fraud,  and  yet  no  one  now  contends 
that  the  public  interest  would  be  better  served  if  the  trade  guilds  were 
le-invested  with  their  ancient  powers. 

Those  who  advocate  Free  Trade  in  Banking  do  so  on  the  ground  that 
such  a  system  is  the  best  for  the  public  interest,  and  not  merely  because  they 
consider  that  bankers  have  a  right  to  do  as  they  please  in  their  own  business. 
It  is  true  that  banking  is  no  branch  of  productive  industry,  but  this  is 
equally  true  of  com  dealing,  which  is  simply  a  distribution  of  com  already 
produced,  and  Tooke  gives  no  reason  why  an  argument  which  is  apj^cable 
£o  productive  should  not  equally  apply  to  other  kinds  of  industry. 
Englishmen  have  now  been  convinced  that  the  supply  of  com  can  be 
best  maintained  by  allowing  com  dealers  to  buy  such  quantities  as  they 
require  at  whatever  time  they  choose,  from  any  producer,  whether  native 
or  foreign.  Why  then  should  we  suppose  that  the  supply  of  paper 
substitutes  for  coin  would  not  be  best  maintained  by  allowing  bankeiB 
and  their  customers  to  bring  them  into  circulation  in  whatever  quantities, 
and  at  whatever  times,  they  find  to  be  mutually  convenient.  It  is  no 
answer  to  say  that  it  is  a  mere  matter  of  police,  for  this  is  beting  tjie 
very  question  in  dispute,  and  not  telling  us  why  it  is  a  fit  subject  for 
State  control.  Tooke  goes  on  to  expatiate  on  the  inconvenience  of  a 
dxeulation  consisting  of  very  small  notes^  and  asks  why,  if  nothing 
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except  the  discretion  of  the  banks  is  to  determine  the  minimnm  amount 
of  a  note^  they  should  not  issue  ^'shin-plaisters/'  as  the  Americans  call 
notes  of  veiy  small  amounts.  He  might  as  well  have  asked  whj  a  law 
should  not  be  passed  to  regulate  a  minimum  quantity  of  wheat  or  of 
flour,  which  should  be  sold  at  one  time,  and  the  answer  to  either  question 
would  be  equally  simple.  Either  the  small  note  is  convenient  or  it  is 
not.  If  it  iSy  a  positive  injury  would  be  done  by  preventing  its  circula- 
tion, and,  if  it  is  not,  the  pubhc  would  not  ask  for  it,  or  accept  it  when 
offered,  any  more  than  they  would  purchase  wheat  in  quantities  too 
small  to  be  convenient.  It  is  but  just  to  Tooke  to  bear  in  mind  that 
the  above  passage  was  published  in  1840,  before  he  had  become  fully 
convinced  of  the  merely  passive  character  of  banks  in  regard  to  the 
extent  of  their  issues,  and  that  he  strenuously  opposed  the  act  of  1844, 
which  was  based  on  the  contrary  assumption.  Cherbuliez*  considers 
that  competition  will  not  suflSce  to  protect  the  public  in  this  as  in  other 
trades,  because  the  public  have  not  sufficient  knowledge  to  discriminate 
between  safe  and  unsafe  banks.  But  if  this  argument  proves  anything, 
it  proves  too  much,  for  if  the  ignorance  of  the  public  is  a  sufficient  reason 
for  legislative  interference  in  its  behalf,  such  interference  would  be  quite 
as  much  called  for  in  other  trades,  and  most  of  all  in  those  which  supply 
the  necessaries  of  life.  The  pubhc  cannot  tell  what  frauds  may 
be  practised  by  dealers,  who  must  necessarily  be  more  intimately 
acquainted  with  their  own  business  than  the  public  can  possibly  be,  and 
who  must  always  have  some  power  of  using  their  superior  knowledge  for 
dishonest  purposes.  The  public  cannot  tell  for  certain  which  are  the 
banks  that  are  about  to  fail,  but  they  can  tell  which  are  those  which 
have  stood  the  test  of  successive  commercial  crises,  and  they  have  some 
means  of  knowing  which  are  those  that  are  managed  by  persons  of 
upright  character.  If  the  government  steps  in  to  prescribe  regulations 
which  are  to  prevent  banks  from  failing,  the  effect  will  be  that  many 
people  will  regard  the  banks  as  safe  because  these  regulations  are 
complied  with,  instead  of  exercising  their  own  judgment  and  discrimin- 
ation. As  Mr.  Spencer  somewhere  says,  to  provide  means  for  averting 
the  consequences  of  folly  is  to  people  the  world  with  fools.  Thus  even 
if  the  State  by  laying  down  regulations  for  the  guidance  of  bankers  could 
prevent  the  public  from  suffering  any  considerable  pecuniary  loss  through 
the  failure  of  banks,  it  might  still  be  regarded  as  a  questionable  benefit, 
for  it  would  be  purchased  at  the  expense  of  the  intellectual  energies  of 
the  people,  which  would  suffer  in  its  capacity  for  self-control  to  the  same 
extent  as  it  was  subjected  to  the  control  of  the  State.    But  what  reason 

*  Vol,  II,  Chap.  It,  aeo.  Ul,  p.,176* 
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is  there  to  sappoee  that  the  goyemment  can  obtain  the  desired  end  ?  A 
long  sncoeBsion  of  commmercial  crises,  in  one  of  which  afl  manj  as 
seventy  banks  were  swept  awajr,  might  have  been  safSdent  to  teacli 
Englishmen  at  least  that  State-controlled  banking  cannot  afford  infallible 
security.  It  may  be  safely  granted  that  competition  does  not  attain 
perfection  in  this  any  more  than  in  other  departments  of  industry,  but 
this  alone  is  not,  as  Oherbuliez  seems  to  suppose,  sufficient  reason  for 
abandoning  it,  for  we  must  first  have  some  reason  for  believing  that 
State  regulation  will  serve  us  better ;  and  no  satisfactory  reason,  or  at 
least  none  which  is  satisfactory  to  my  mind,  has  yet  been  produced.  It 
seems  to  me  that  Mr.  Spencer,  who  has  discussed  this  question  with  his 
usual  vigour  in  his  Essay  on  "  State  Tampering  with  Money  and  Banks," 
and  more  briefly  in  his  "  Social  Statics,"  has  completely  proved  his 
point,  that  the  interference  of  the  State  in  this  matter  is  as  needless,  and 
as  mischievous,  as  in  the  case  of  trade,  or  of  religion.  Why,  he  perti- 
nently asks,  should  it  be  supposed  that  bankers  are  more  desirous  than 
other  classes  to  ruin  themselves  ?  Bankers  fail  because  they  give  credit 
to  persons  who  are  unable  to  repay  what  they  have  borrowed,  and  what 
more  effectual  means  can  be  devised  for  rendering  them  cautious  in  this 
respect  than  is  already  provided  by  the  knowledge  that  bankruptcy  is 
the  certain  consequence  of  any  grievous  error.  All  dealers  are  obliged 
to  exercise  caution  in  giving  credit,  but  to  the  banker  it  is  more  especiaUj 
necessary,  for  giving  credit  is  the  very  essence  of  his  business,  and  it  is 
therefore  to  be  presumed  that  he  will  be  fitted  for  the  discharge  of  his 
difficult  duty  if  anyone  can  be.  In  like  manner  those  who  entrust  their 
money  to  the  keeping  of  bankers  are  obliged  to  exercise  caution  and 
discrimination  in  selecting  the  firms  or  companies  with  which  they  will 
deal,  and  they  have  the  strongest  motive  of  self-interest  to  take  all 
possible  pains  to  arrive  at  a  right  conclusion.  If  either  the  banker  or 
his  customers  are  reckless,  their  failure  will  serve  as  a  warning  to  others, 
and  will  at  least  prevent  them  from  incurring  further  liabilities,  and  so 
put  an  end  to  the  mischief  which  they  are  doing. 

Every  commercial  crisis  weeds  out  a  number  of  banks  which  have  been 
imprudently  managed,  and  their  disappearance  brings  more  custom  to 
the  better-managed  ones  which  have  survived  the  trial ;  so  that  there  is 
a  process  of  natural  selection  constantly  going  on,  preserving  the  strong, 
and  destroying  the  weak,  and  continually  adapting  banking  institutions 
to  the  wants  of  the  society  in  which  they  exist.  All  that  a  government 
can  reasonably  expect  to  do  for  its  subjects  is  to  prevent  the  continuance 
of  unsafe  banks,  and  this  object  is  already  attained  by  the  natural  opera- 
tions of  conmierce  without  the  intervention  of  the  state. 

No  government  can  prevent  its  subjects  from  incurring  debts  which 
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ihey  are  unable  to  pay,  and  without  doing  this  the  solvency  of  bankers 
cannot  be  secured.  Nor  is  this  a  matter  in  which  it  is  the  unquestion- 
able duty  of  the  government  to  attempt  something,  even  if  it  cannot 
attain  complete  success.  It  is,  indeed,  bound  to  see  that  such  of  its 
subjects  as  are  able  to  do  so  pay  their  debts ;  but  it  does  not  follow  that 
it  ought  to  prescribe  rules  which  it  thinks  calculated  to  prevent  its  sub- 
jects from  incurring  debts.  Even  if  its  interference  were  in  some  degree 
successful,  we  might  still  grudge  the  time  and  labour  expended  on  it  by 
the  legislature  amd  executive  which  might  have  been  more  profitably 
devoted  to  improvements  in  the  administration  of  justice.  But,  in  truth, 
experience  abundantly  proves  that  its  interference  is  never  successful, 
but  that,  on  the  other  hand,  it  produces  inconveniences  which  were  not 
contemplated  when  it  was  first  resolved  on. 

There  are  three  courses  which  have  been  commonly  adopted  by 
governments  in  dealing  with  this  subject.  Sometimes  they  have  con- 
ferred special  privileges  upon  one  or  a  few  banks,  sometimes  they  have 
prohibited  the  establishment  of  banks  whose  constitution  did  not  conform 
to  a  certain  type,  sometimes  they  have  restricted  the  issue  of  notes.  All 
these  methods  are  united  and  blended  in  practice,  for  it  is  the  privilege 
of  issuing  notes  which  is  most  commonly  confined  to  a  fevoured  bank, 
and  the  State  does  not  usually  interfere  with  the  management  of  non- 
issuing  banks.  But  as  each  of  these  methods  might  be  defended  on 
different  grounds,  they  may  with  advantage  be  considered  separately. 

It  is  a  common  practice  for  a  government  to  confer  valuable  privi- 
leges on  the  bank  with  which  it  deposits  its  own  money,  in  return  for 
which  the  bank  lends  a  large  sum  at  low  interest  at  the  time  of  its  for- 
mation, and  is  expected  to  be  ready  to  assist  the  government  in  time  of 
need.  In  Prance,  for  example,  the  "  Bank  of  Prance  "  is  the  only  insti- 
tution which  is  allowed  to  issue  notes,  and  the  same  monopoly  is  enjoyed 
by  the  "  Bank  of  Austria  "  in  its  own  country.  The  Bank  of  England 
has  never  enjoyed  such  a  complete  monopoly ;  but  it  is  the  only  English 
bank  which  has  been  allowed  to  increase  its  circulation  since  1844.  By 
establishing  such  banks  it  may  be  supposed  that  governments  seek  to 
provide  their  subjects  with  places  where  they  may  safely  deposit  their 
money,  and  if  these  banks  were  sufficient  to  supply  the  wants  of  their 
respective  countries,  this  object  might  be  attained,  for  they  are  generally 
managed  with  great  prudence  and  success,  and  it  is  very  seldom  that  one 
of  them  fails.  Unfortunately,  they  can  hardly  suffice  for  all  the  people 
who  would  be  willing  to  deposit  money  with  them,  and  whatever  benefit 
they  may  confer  on  the  capital,  and  on  a  few  large  towns,  they  still  leave 
the  inhabitants  of  the  country  towns  exposed  to  the  danger  of  loss  from 
confiding  their  money  to  less  trustworthy  hands.   The  Bank  of  England 
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hafi  only  eleven  branches,  and  though  the  Bank  of  France  has  aixty, 
even  this  does  not  come  up  to  the  nnmber  of  one  for  each  Department, 
which  the  French  Government  at  one  time  ordered  it  to  establish,  but 
was  obliged  to  refrain  from  compelling  it  to  do.  The  absence  of  branches 
of  the  privileged  banks  does  not  prevent  people  from  borrowing  in  the 
country  towns,  for  they  find  plenty  of  bankers  who,  though  not  able  to 
issue  notes,  are  still  able  to  lend  and  borrow  money ;  and  the  people  are 
still  exposed  to  all  the  losses  which  imprudent  banking  entails.  Even  in 
the  large  towns  where  the  privileged  banks  carry  on  business,  they  are 
not  able  to  obtain  complete  possession  of  the  field.  Their  privileges 
enable  them  to  obtain  great  success,  but  this  very  success,  by  renderii^ 
them  old  and  wealthy,  renders  them  indisposed  to  enter  upon  any  new* 
&shioned  course,  so  that  they  often  let  slip  opportunities  of  extending 
their  business,  which  are  eagerly  seized  on  by  younger  and  less  wealthy 
rivals.  While,  therefore,  these  privileges  do  not  secure  the  public  from 
pecuniary  loss  through  the  failure  of  banks,  they  give  rise  to  a  new 
danger,  by  entrusting  the  destinies  of  a  whole  country  to  the  discretion  of 
a  very  few  men.  During  a  commercial  crisis,  the  banks  of  issue  are  best 
able  to  supply  the  increased  loans  which  the  public  always  require ;  for 
at  such  times  there  is  a  scarcity  of  specie,  and  these  banks  alone  have  the 
power  of  creating  money  in  the  shape  of  notes. 

If,  as  in  England  and  Austria^  there  is  only  one  bank  which  can 
increase  its  circulation  at  such  times,  the  most  important  interests  of 
the  commercial  community  are  confided  to  the  discretion  of  the  directors 
of  a  single  institution,  and  the  danger  of  a  serious  mistake  must  be 
much  greater  than  it  would  be  if  the  collective  wisdom  of  a  dozen 
banks  were  brought  to  bear  on  the  best  mode  of  meeting  the  difficulty. 
Whenever  a  crisis  occurs  the  directors  of  the  bank  are  abused  for  not 
doing  enough  to  relieve  the  pressure  to  which  the  community  is  exposed, 
and  although  the  complaints  of  debtors  must  be  regarded  with  some 
suspicion,  proo&  are  not  wanting  that  they  are  not  without  foundation. 
The  Bank  of  England  has  refused,  in  the  midst  of  a  crisis,  to  advance 
money  on  the  security  of  railway  debentures,  although  these  are  con- 
sidered to  be  such  safe  investments  that  trustees  are  allowed  by  law  to 
purchase  them.  The  Directors  of  the  Bank  are  well  aware  that  these 
debentures  are  safe,  for,  as  Mr.  Thomson  Hankey  mentions  in  his  work 
on  banking,  they  have  invested  a  part  of  the  proprietors'  capital  in  this 
manner.  But  they  have  a  rule  not  to  advance  money  on  such  securities, 
and  they  adhere  to  it.  In  like  manner  the  Bank  of  Austria,  during  the 
crisis  of  1878,  declined  to  lend  money  on  the  deposit  of  certain  stocks 
on  which  it  had  not  been  accustomed  to  lend;  although,  as  regards 
many  of  these,  the  Directors  were  well  aware  that  they  afforded  ample 
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Becority.  It  is  still  more  dngalar  that  they  even  Tefiised  to  lend  notes 
on  the  deposit  of  gold  bullion^  by  which  they  would  not  have  been 
exposed  to  any  risk  whatever.  One  of  the  statutes  of  the  bank  required 
that  if  a  peison  wished  to  borrow  on  the  deposit  of  bullion  he  must 
bring  at  least  eighty  per  cent,  of  it  in  silver,  and  only  twenty  per  cent, 
in  gold.  This  statute  had  been  framed  at  a  time  when  silver  was  the 
standaid  of  value,  but  it  was  still  adhered  to  in  1878,  long  after  gold 
had  usurped  the  chief  place  in  the  circulation. 

I  do  not  say  that  mistakes  would  not  be  made  if  all  banks  were  left  to  do 
as  they  liked,  but  if  such  were  conmiitted  the  Government  would  at  least  be 
in  no  way  responsible,  which  cannot  be  said  under  the  present  state  of  things. 
In  the  examples  just  given  it  does  not  appear  that  either  bank  gained  any 
advantage  by  revising  to  act  in  the  manner  required,  and  it  is  evident 
that  those  who  were  refused  assistance  must  have  suffered  serious  loss. 

In  the  discussions  which  have  taken  place  on  this  subject  it  is  fire* 
quently  asserted  that  England  is  the  peculiar  country  of  commercial 
crises,  and  it  is  then  sought  to  explain  how  these  visitations  might 
be  averted  by  a  reform  in  our  currency  laws.  In  fact,  however,  we 
have  no  such  unenviable  distinction,  and  the  notion  has,  probably,  no 
other  foundation  than  our  comparative  indifference  to  what  happens  in 
other  countries.  No  reason  can  be  given  for  assigning  the  name  of 
crisis  to  the  state  of  things  which  prevailed  in  London  in  1866,  and 
refusing  it  in  the  cases  of  Vienna  in  May,  1878,  or  of  New  York,  in 
September  of  the  latter  year.  In  the  United  States,  although  bankdng 
is  not  free,  the  privilege  of  issuing  is  not  so  unequally  shared  as  in 
England,  and  it  is  necessary  for  the  leading  banks  to  concert  a  common 
plan  of  defence  when  a  panic  has  become  general.  This  plan  is  usually 
what  amounts  to  a  virtual  suspension  of  payments,  as  they  refiise  to  cash 
any  large  cheque  unless  presented  by  another  banker  ;  so  that  what  is 
taken  from  one  bank  must  be  paid  into  another,  and  the  cash  reserve  of 
the  whole  body  remains  undiminished.  Perhaps  the  law  courts,  if  they 
were  appealed  to,  might  compel  every  bank  which  adopted  this  course 
to  stop  payment  altogether,  but  nobody  would  gain  anything  by  calling 
in  the  aid  of  the  law  to  take  such  extreme  measures.  Such  a  course  is  the 
only  one  which  the  banks  can  take  to  save  themselves  and  their  customers ; 
and  its  beneficial  effects  are  soon  seen  in  the  cessation  of  the  panic  and 
the  maintenance  of  many  banks  which  would  certainly  have  failed  if 
exposed  to  a  run.  It  is  not,  however,  the  monetary  panic  which 
constitutes  the  chief  evil  of  a  crisis,  nor  does  the  cessation  of  the  panic 
put  an  end  to  the  distress  which  the  crisis  has  caused. 

The  evil  shows  itself  in  the  form  of  a  scarcity  of  money,  and  a  &ilure 
of  credit,  but  the  real  evil  is  the  scarcity  of  the  commodities  which 
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money  is  required  to  pnTchafie,  and  the  fiulore  to  prodace  the 
commodities  for  which  credit  is  given.  The  most  common  cause  of  a 
crisis  is  the  failure  of  the  harvest,  which  renders  it  necessary*  to  export 
large  quantities  of  specie  to  pay  for  food,  which  exportation  causes  a 
great  diminution  in  the  cash  reserves  of  the  banks,  and  compels  them, 
in  self-defence,  to  endeavour  to  diminish  their  advances.  They  naturally 
decline  to  lend,  at  such  times,  to  persons  of  whose  solvency  they  have 
least  confidence,  and  hence  many  traders  who  have  been  for  some  time 
struggling  on  with  the  aid  of  borrowed  money,  are  obliged  all  at  once  to 
suspend  payment.  Their  creditors  desire  to  obtain  fresh  advances  to 
replace  the  money  which  they  have  lost  by  the  failure,  and  as  the  demand 
for  loans  is  thus  increased,  failure  follows  failure  among  traders  and 
bankers  until  they  culminate  in  the  stoppage  of  some  large  house  which 
has  been  hitherto  regarded  as  of  unquestionable  soundness.  Such  were 
the  houses  of  Overend  and  Gumey,  whose  failure  was  the  occasion 
of  the  English  crisis  of  1866,  and  Jay,  Cooke,  &  Co.,  whose  feilure 
brought  on  the  American  crisis  of  September,  1878.  In  neither  of  these 
cases  was  the  monetary  panic  of  any  long  duration,  and,  indeed,  in  the 
former  case  it  lasted  no  more  than  two  days  ;  but  in  both  there  was  a 
consequent  stagnation  of  trade,  which  continued  for  many  months.  It 
is  not  so  much  the  failures  in  the  City  as  the  closing  of  manufactories, 
the  dismissal  of  labourers,  and  the  retrenchment  of  expenditure  by  all 
classes  which  constitutes  the  disaster  which  is  deplored  whenever  a 
commercial  crisis  is  spoken  of.  A  bad  harvest  raises  the  price  of  food, 
and  compels  people  to  spend  less  upon  other  things,  and  the  inevitable 
consequence  is  that  many  persons  who  have  been  accustomed  to  produce 
certain  kinds  of  articles  are  thrown  out  of  employment.  The  labour  of 
a  large* section  of  the  community,  the  agricultural  class,  is  less  productive 
than  before,  and  as  less  is  produced  there  is  less  to  exchange,  and  the 
whole  community  feels  the  loss.  Monetary  legislation  cannot  enable 
people  to  consume  what  has  not  been  produced,  nor  can  it  enable  human 
labour  to  become  equally  productive  in  all  seasons.  It  is  not,  therefore, 
with  a  view  of  preventing  commercial  crises  that  I  advocate  the  removal 
of  all  legal  privileges  at  present  enjoyed  by  various  banks,  but  merely  in 
order  that  the  people  may  have  the  full  benefit  of  whatever  can  be  done 
by  human  efforts  to  mitigate  these  dreadful  calamities.  It  is  not  because 
a  system  in  which  there  are  many  competing  banks  would  be  absolutely 
safe,  but  because  it  would  be  safer  than  one  in  which  everything  depends 
upon  one  bank  that  I  advocate  its  adoption.  Mr.  Bagehot,  while 
admitting  that  such  a  system  would  be  better  than  that  which  we  now 
maintain,  does  not  venture  to  propose  it,  because  he  considers  that  the 
habits  and  prejudices  which  the  old  system  has  engendered  are  now  too 
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strong  to  be  got  rid  of,  and  that  he  must  be  content  to  reform  ingtead  of 
abolishing.  Sach  diffidence  may  be  cautions  in  a  practical  banker  who 
wishes  to  Bee  his  proposals  carried  into  effect  at  once,  but  as  I  am  here 
discussing  a  scientific  question  I  see  no  reason  why  I  should  not  openly 
contend  that  it  would  be  better  to  establish  freedom  of  banking,  and 
should  not  expect  that  time,  which  has  remoyed  so  many  economic 
prejudices,  will  remove  these  also. 

The  experience  of  Scotland  and  Ireland  shows  that  a  country  suffers 
no  loss  from  the  want  of  a  bank  endowed  with  extraordinary  privileges. 
It  may,  indeed,  b3  remarked,  that  whatever  disadvantages  those  coun- 
tries have  suffered  through  the  absorption  of  their  legislatures  in  the 
Imperial  Parliment,  they  have  at  least  gained  something  by  the  enjoy- 
ment of  comparative  freedom  in  banking  matters.  Each  of  them  formerly 
possessed  a  bank  which  enjoyed  a  monopoly  of  issuing  notes  in  the 
metropolis^  and  in  each  case  the  privilege  which  had  been  granted  for  a 
term  of  years  was  allowed  to  expire  on  the  first  opportunity  after  the 
passing  of  the  Act  of  Union.  The  transference  of  the  capital  to  London 
seems  to  have  rendered  it  more  difficult  for  the  authorities  of  the  privi- 
leged banks  to  persuade  the  ministers  and  parliament  that  the  interests 
of  a  small  corporation  were  identical  with  those  of  the  people.  In  both 
countries  the  indifference  of  parliament  lasted  long  enough  to  allow 
several  issuing  banks  to  spring  up,  and  to  familiarise  the  people  with 
their  notes  to  such  an  extent  that  these  have  almost  superseded  coin. 
This  universal  confidence  is  not  misplaced,  for  bank  failures  are  rare,  and 
certainly  do  not  cause  more  suffering  than  those  which  take  place  in 
England,  in  spite  of  all  the  care  which  the  government  takes  to  prevent 
them.  The  object  of  English  legislation  has  been  to  limit  the  number  of 
issuers,  but  this  object  has  been  much  better  attained  in  Scotland  and 
Ireland  by  the  simple  action  of  competition,  which  swept  away  numerous 
small  banks,  and  practically  confined  the  business  of  issuing  notes  to  a 
few  large  ones  long  before  the  Acts  of  1845  prohibited  the  establishment 
of  any  new  ones.  There  is  no  reason  why  the  government  should  not 
entrust  its  money  to  the  keeping  of  a  bank  and  make  certain  conditions 
to  ensure  that  the  latter  shall  be  able  to  fulfil  its  engagements.  The 
practice  of  the  United  States  Oovemment  for  more  than  thirty  years 
has  been  to  keep  its  own  cash  in  the  Treasury,  and  not  to  employ  a  bank 
at  all.  The  effects  of  this  policy  are  that  a  much  larger  reserve  of  gold 
has  to  be  maintained  to  meet  the  expenses  of  the  government  than  would 
be  necessary  if  it  were  kept  by  a  bank  which  could  lend  out  with  one 
hand  what  it  received  with  the  other ;  and  that  the  government  is  con- 
stantly exposed  to  the  suspicion  of  making  an  improper  use  of  its  oppor- 
tunities of  fifpeculating  in  the  money  market.    By  employing  a  heaik,  a 
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govemment  avoids  both  these  disadyantageSy  and  also  confers  some 
benefit  upon  those  persons  to  whom  it  has  to  pay  money,  as  payments 
are  likely  to  be  more  pnnctaally  and^conveniently  made  by  a  bank  than 
by  a  State  department;  bat  aU  these  advantages  may  be  qnite  as  well 
obtained  without  oonferring  any  privileges  on  an  institution  whidi 
already  receives  a  substantial  benefit  by  acquiring  so  valuable  a  customer 
as  the  government  is  pretty  sure  to  be* 

Mill  did  not  go  beyond  the  truth,  when  he  said  that  for  a  long  time 
the  English  Govemment  made  safe  banking  a  punishable  offence.    In 
order  to  protect  the  Bank  of  England  from  unpleasant  competition,  it 
was  enacted  that  no  bank  which  had  more  than  six  partners  should 
be  allowed  to  carry  on  business  in  England.    The  business  of  banking 
was  thus  confined  to  the  Bank  of  England  and  a  host  of  private  firms  ; 
and  the  repeated  failures  of  the  latter  were  adduced  as  reasons  for  further 
legislation.    Such  is  the  manner  in  which  legislatures  always  proceed, 
first  providing  some  expedient  for  curing  an  evil,  and,  when  they  find 
that  their   remedy  produces  no  effect,  trying  a  new  one,   without 
suspecting  that  it  is  their  own  interference  which  is  likely  to  aggravate 
the  evil.    In  Scotland  and  Ireland,  where  joint-stock  banks  have  long 
been  permitted  to  be  established,  they  have  almost  entirely  engrossed  the 
business,  and  during  the  last  fifty  years  when  they  have  been  allowed  to 
exist  in  England,  they  have  been  in  like  manner  swallowing  up,  or 
otherwise  putting  an  end  to,  private  banks,  and  giving  promise  of 
eventually  monopolising  the  trade.    In  1834  they  were  first  allowed  to 
be  established  in  London,  and  the  foundation  of  the  London  and 
Westminster    Bank   in   that   year  marks  the  commencement    of  a 
C(»npetition  which  has  proved  extremely  formidable  to  the  private  banks, 
and  is  not  to  be  despised  by  the  Bank  of  England  itself.    In  both  these 
quarters,  accordingly,  the  intruder  was  viewed  with  no  friendly  eye,  and 
the  steps  which  were  taken  to  thwart  its  growth  were  characterised  by 
equal  meanness.    The  private  bankers  refused  to  admit  joint-stock  banks 
to  the  Cleaiing  House,  and  persisted  in  doing  so  untQ  1854,  thus  causing 
considerable  inconvenience  to  their  rivals  without  any  advantage  to 
themselves.    On  the  other  hand,  the  Bank  of  England  refused  to  open  a 
drawing  account  with  the  London  and  Westminster  Bank  until  1842. 
The  effect  of  both  these  courses  was  the  same,  viz. :  to  oompel  the  new 
bank  to  keep  a  larger  reserve ;  but  in  spite  of  this  persecution  the  new 
bank  grew  and  flourished,  and  is  now  one  of  the  wealthiest  in  London. 
Its  history  has  been  related  with  a  pardonable  pride  by  its  first  manager, 
Mr.  Gilbart,  in  his  '^  Practical  Treatise  on  Banking."    Other  joint-stock 
banks  have  been  successively  established,  and  their  published  balance- 
sheets  show  that  their  business  is  constantly  increasing.    That  of  the 


Digitized  by  VjOOQIC 


JOINT-STOCK  BANKS.  867 

private  bonksy  on  the  other  hand,  is  belieyed  to  be  stationarj^  if  not 
actaallj  diminishing,  and  no  new  one  has  been  established  for  many 
years.  The  reason  why  the  joint  stock  principle  has  proved  so  saocessful 
in  this  instance  is  obviously  that  it  affords  a  better  guarantee  to  the 
public  than  a  few  individuals  can  possibly  do.  Wherever  joint-stock 
companies  are  formed  they  can  easily  command  a  larger  capital  than 
private  firms ;  but  this  does  not,  in  all  trades,  give  them  a  decided 
advantage.  In  railways  the  advantage  is  so  great  that  it  scarcely  ever 
'  happens  that  one  is  owned  by  a  single  individual,  and,  although  it  is  not 
so  overwhelming  in  the  case  of  banking  and  insurance,  it  is  still  very 
great.  In  both  these  trades  the  public  have  to  entrust  their  money  to 
others  in  the  hope  of  receiving  it  back  at  a  future  time,  and  it  is, 
therefore,  essential  that  they  should  have  good  grounds  for  this 
confiidence.  A  large  company  secures  this,  partly  by  raising  a  large  sum 
to  begin  with,  and  partly  by  including  a  large  number  of  shareholders, 
who  may  be  called  on  to  contribute  further  sums  if  the  company  should 
suspend  payment.  The  oc^ective  wealth  of  the  shareholders  is  likely  to 
be  greater  than  that  of  the  partners  in  any  private  firm,  and  even  if  (as 
under  the  present  system  of  limited  liability)  they  are  only  bound  to 
contribute  a  definite  sum,  this  amount  is  always  large,  and  is  always 
known  to  the  public,  who  have  thus  a  tolerable  guarantee  that  they  will 
obtain  payment  of  their  debts.  It  is  accordingly  in  both  these  trades 
that  the  competition  of  joint-stock  companies  has  heen  most  successful 
in  driving  out  private  firms,  although  many  of  the  latter  are  still  able  to 
hold  their  ground.  How  great  is  the  security  which  they  afford  to  the 
public  may  be  judged  from  the  fact  that  during  a  hundred  and  fifty 
years  no  depositor  has  ever  lost  anything  by  the  failure  of  a  Scotch  joint- 
stock  bank.  The  shareholders  have  had  to  bear  considerable  losses,  and 
no  doubt  many  of  them  have  been  ruined,  but  the  main  object  of  the 
institutions,  viz. :  to  provide  safe  places  in  which  to  deposit  money,  has 
been  completely  attained.  Mr.  Bagehot  considers  that  joint-stock  banks 
have  a  great  advantage  in  their  constitution,  which  provides  that  the 
more  responsible  work  shall  be  done  by  a  permanent  oflScial,  the 
manager,  who  receives  a  high  salary,  and  is  merely  supervised  by  the 
directors,  who  have  a  less  intimate  knowledge  of  the  business.  This 
may  be  so  ;  but  there  is  no  reason  why  private  firms  should  not  secure 
equally  competent  managers  of  the  same  class,  if  the  public  would  place 
equal  confidence  in  them.  He  says  that  no  one  but  a  very  rich  man  can 
start  a  bank,  and  that  no  very  rich  one  will  start  one  ;  but  though  this 
may  be  true  enough,  it  only  half  accounts  for  the  gradual  decline  of 
private  ones,  and  the  real  cause  must  be,  as  I  have  said,  that  large 
companies  can  offer  a  better  guarantee  to  the  public.    As,  therefore. 
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this  is  the  safest  method  of  banking,  and  as  it  was  fonnerlj  prohibited, 
there  is  no  exaggeration  iu  the  statement  that  safe  banking  was  formerly 
a  punishable  offence. 

The  impediments  which  have  been  put  in  the  way  of  joint-stock 
banking  have  had  other  inconveniences  besides  that  of  forcing  the 
people  to  confide  their  money  to  untrustworthy  hands.  They  have  com- 
pelled many  persons  to  do  without  banking  altogether,  as  we  may  see  by 
comparing  the  proportion  of  banks  to  the  population  in  the  three 
kingdoms.  In  England  there  is  one  banking  office  for  every  13,000  of 
the  population,  while  in  Scotland  there  is  one  for  every  4,000,  or  about 
three  times  as  many  in  proportion.  It  is  true  that  in  Ireland  the  pro- 
portion is  slightly  smsJler  than  in  England,  but  even  this  must  be 
considered  as  relatively  larger  when  we  take  into  account  the  much 
poorer  and  more  backward  condition  of  Ireland.  By  thus  starving  as  it 
were  the  monied  classes  of  England,  the  Qovemment  has  compelled  them 
to  make  a  much  larger  use  of  coin,  and  to  undergo  more  inconvenience 
on  all  those  numerous  occasions  when  cash  is  required.  The  joint-stock 
banks  have  introduced  into  London  the  practice  of  allowing  interest  on 
small  deposits,  and  have  thus  conferred  a  great  benefit  upon  many 
persons  who  had  saved  money  which  they  could  not  invest.  By  pre- 
venting the  establishment  of  these  companies  the  government  inflicted 
an  injury  upon  these  prudent  persons  which  it  has  but  tardily  and 
imperfectly  repaired  by  the  establishment  of  the  post  office  savings  banks. 
In  Scotland  the  system  of  joint-stock  banking  grew  up  gradually,  while 
in  England  it  started  into  life  on  the  repeal  of  the  prohibitory  laws. 
When  they  were  first  introduced  into  this  part  of  the  island  there  was,  of 
oourse,  a  great  difficulty  in  obtaining  a  sufficient  number  of  capable 
managers,  the  business  being  a  new  one,  while  Scotland  could  not 
furnish  as  many  as  were  required.  The  failure  of  some  of  the  first 
which  were  established  was  due  to  this  difficulty,  and,  as  usuaUy 
happens,  though  this  was  owing  to  the  interference  of  the  government 
it  was  made  use  of  as  a  ground  for  advocating  further  interference. 
Though  the  London  business  of  the  Bank  of  England  has  not  suffered 
any  diminution  since  it  was  exposed  to  the  competition  of  other 
companies,  its  country  branches  have  found  more  difficulty  in  holding 
their  ground,  and  three  of  them  have  been  actually  closed.  These  were 
situated  at  Exeter,  Gloucester,  and  Norwich,  and  their  abandonment 
indicates  that  the  Bank  of  England  is  not  able  to  modify  its  procedure  so 
as  to  meet  the  requirements  of  an  agricultural  centre,  although  this  has 
been  easily  accomplished  by  other  joint-stock  banks.  The  gradual 
reduction  in  the  number  of  private  banks  has  not  been  entirely  owing  to 
their  failure,  but  some  have  been  wound  up  on  the  death  of  a  partner. 
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while  others  have  been  amalgamated  with  other  private  banks,  and 
others  have  been  converted  into  branches  of  joint-stock  banks.  How 
great  has  been  the  redaction  from  all  these  causes  combined  may  be 
judged  from  two  facts.  In  1844  there  were  204  private  banks  which 
issned  notes,  while  80  years  later  there  were  only  120.  In  1810  there 
were  40  private  banks  admitted  to  the  London  Clearing  Honse,  while 
60  years  later  there  were  only  11.  Of  course  there  have  been  many 
failares  of  joint-stock  banks,  and  when  these  have  occurred  they  have 
prodaoed  distress  as  much  exceeding  that  caused  by  the  failure  of  a 
private  firm  as  the  wealth  of  a  company  exceeds  that  of  a  firm.  We 
cannot  yet  expect,  and  perhaps  can  never  expect,  that  the  management 
of  all  banks  will  become  so  good  that  failares  will  never  occur,  but  if 
snch  a  consummation  is  ever  attained  it  will  be  by  means  of  companies, 
and  not  by  private  firms. 

If  bankers  had  never  issued  notes  it  is  possible  that  they  would  have 
been  allowed  to  carry  on  their  business  in  peace  without  interference 
from  the  State ;  but  the  issuing  of  paper  money  seems  to  be  an  usur- 
pation  of  the  prerogative  of  the  Sovereign,  and  thus  to  call  for  some 
control  on  his  part. 

The  reason  why  the  Government  usually  monopolises  the  coining  of 
metallic  money  is,  that  such  a  course  is  thought  to  be  the  best  for 
protecting  its  subjects  against  fraud.  If  no  individuals  had  ever  issued 
coin  intentionally  made  of  less  than  their  alleged  fineness,  there  would 
have  been  no  occasion  for  the  Government  to  meddle  in  the  matter, 
and  even  after  such  frauds  had  been  practised  the  Government  might 
have  limited  itself  to  punishing  forgers  when  detected.  It  has,  how- 
ever, been  generally  thought  most  convenient  for  the  Government  to 
issue  coins  of  which  it  guarantees  the  weight  and  fineness ;  and  as  the 
practice  is  tolerably  convenient,  and  is  free  from  the  abuses  by  which  it 
waa  formerly  disgraced,  it  has  met  with  general  approval.  But,  as  so 
frequently  happens,  the  slightest  transgression  on  the  part  of  the  State 
beyond  the  limits  prescribed  to  its  action  by  the  duty  of  protecting 
X)er8on  and  property  is  made  a  pretext  for  further  transgressions,  and 
because  Government  controls  the  issue  of  coin,  people  argue  that  it 
ought  to  control  the  issue  of  notes.  Some  go  so  far  as  to  recommend 
that  the  State  alone  should  issue  notes,  and  that  all  private  issues  should 
be  prohibited  by  law.  Others  consider  that  private  issues  should  be 
allowed,  but  only  on  condition  that  securities  for  the  full  amount 
should  be  deposited  with  a  State  department,  and  such  a  system  has 
been,  to  some  extent,  adopted  in  the  United  States.  The  argument 
that  because  notes  are  called  money  therefore  the  State  ought  to  regu- 
late their  issue,  hardly  admits  of  serious  discussion.    In  both  cases  the 
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State  is  equally  boand  to  protect  its  subjects  against  fraud,  and  to 
punish  the  forgers  whether  of  coin  or  of  notes ;  but  the  argument 
assumes,  first,  that  the  monopoly  of  coining  is  the  best  means  of  pre- 
venting fraud,  and,  secondly,  that  if  this  were  so  a  similar  course  would 
also  be  the  best  in  regard  to  notes.  Neither  of  these  assumptions  can 
be  justified ;  and  even  if,  by  certain  regulations,  a  Government  could 
secure  that  all  notes  should  be  cashed  when  presented,  it  would  not 
thereby  secure  its  subjects  from  losing  their  money,  but  merely  from 
losing  it  in  a  particular  manner.  We  might  as  well  try  to  stop  the 
Ganges  by  closing  up  one  of  its  mouths  as  to  save  people  from  pecuniary 
loss  by  preventing  them  from  using  one  kind  of  paper-currency.  The 
State  might,  indeed,  totally  suppress  the  issue  of  notes,  but  this  would 
not  prevent  its  subjects  from  losing  money  through  the  failure  of  banka, 
nor  will  it  compel  them  to  forego  the  use  of  paper  in  large  payments. 
Many  persons,  however,  and  even  some  Economists,  seem  to  consider 
that  the  loss  occasioned  by  the  dishonouring  of  a  note  is  more  serious 
than  one  of  equal  amount  occasioned  in  any  other  way.  The  reasons 
for  this  opinion  are  difficult  to  conjecture.  Whether  a  note  or  a  cheque 
is  dishonoured,  the  holder  is  disappointed  in  finding  that  what  he  had 
regarded  as  money  turns  out  to  be  worthless,  and,  if  the  amount  is  the 
same,  the  annoyance  is  equal  in  both  cases.  Those  who  deposit  money 
in  a  bank,  experience  the  same  shock  and  the  same  loss  when  it  stops 
payment  as  those  who  a«oept  its  notes,  and  it  is  difficult  to  see  in  what 
respect  the  position  of  one  class  of  creditors  is  worse  than  that  of  the 
other.  It  is,  indeed,  said  that  people  can  choose  whether  they  will  or 
will  not  deposit  money  in  a  bank,  and  whether  they  will  aooept  cheques, 
but  that  they  have  practically  no  choice  about  receiving  notes.  There 
is  some  truth  in  this  statement;  but  the  reason  why  notes  command 
such  general  confidence  that  they  can  hardly  be  refused  in  payment  is, 
that  they  are  found  to  be  practically  as  good  as  coin,  and  it  is  rather 
unreasonable  to  make  their  very  safety  a  ground  for  interfering  in  order 
to  see  that  they  shall  be  safe.  This  argument  is  especially  made  use  of 
in  the  case  of  small  notes  which  circulate  chiefly  amongst  the  poor,  who 
are  supposed  more  than  other  classes  to  need  the  protection  of  the 
Ck)vemment.  In  England  these  notes  have  been  long  prohibited,  and 
other  countries  which  possess  them  now  seem  inclined  to  follow  the 
example.  The  Italian  Government,  which  sees  no  great  evil  in  the 
depreciation  of  its  own  paper  to  the  extent  of  15  per  cent.,  is  so  much 
alarmed  by  the  prospect  of  the  possible  loss  which  its  subjects  may 
suffer  from  accepting  private  bank  notes  of  less  than  a  franc  in  value, 
that  it  is  taking  steps  to  prevent  such  from  being  issued  in  future.  The 
German  Government  is,  in  like  manner,  endeavouring  to  fix  the  same 
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minimnm  as  has  been  adopted  in  England,  although  its  subjects  have 

long  been  accustomed  to  use  notes  in  most  of  the  cases  in  which  coin  or 

cheques  would  be  used  in  England.    Yet  whatever  advantage  can  be 

obtained  fix>m  the  suppression  of  small  notes  could  just  as  well,  though 

perhaps  more  tardily,  be  obtained  bj  leaving  things  to  take  their  oxm 

course.     If  they  are  inconvenient  the  public  will  not  ask  for  them,  and 

they  will  cease  to  be  issued ;  while,  if  they  are  unsafe,  the  banks  which 

issue  them  will  cease  to  exist.    By  prohibiting  or  limiting  the  issue  of 

notes,  the  State  in  some  measure  contributes  to  render  banks  unsafe,  for 

the  power  of  issue  enables  a  bank  to  carry  on  its  business  in  a  more 

economical  manner,  and  the  mere  fact  that  its  notes  are  widely  known  in 

some  measure  preserves  it  from  a  run.    In  fact,  the  tendency  of  all 

legislation  on  the  subject  of  notes  is  to  sacrifice  the  interedts  of  the 

depositors  to  those  of  the  note-holders,  and  there  are  some  people  to 

whom  such  a  course  appears  justifiable.    Banks,  it  is  said,  are  impru* 

dently  managed ;  therefore,  when  one  fails,  its  notes  should  be  paid  in 

ftill  before  the  claims  of  its  depositors  are  dealt  with.    It  would  not  be 

more  arbitrary  to  say  that  because  banks  are  imprudently  managed, 

therefore  the  depositors  should  be  paid  in  full  before  the  claims  of  the 

note-holders  are  dealt  with.  Both  classes  are  creditors  whom  the  bank  is 

bound  to  satisfy,  and  who  are  equally  victimised  by  its  failure.  That  the 

note-holder  should  receive  more  sympathy  than  the  depositor  is  perhaps 

merely  owing  to  the  fact  that  notes  are  of  older  date  than  banking 

accounts,  and  have  borne  the  name  of  money  before  cheques  began  to 

be  used.    Whether  as  regards  the  rich  or  the  poor,  no  substantial  case 

has  ever  been  made  out  for  protecting  them  from  the  consequences 

which  must    inevitably  follow  from   entrusting  money  to  insolvent 

persons.    Let  the  State  do  what  it  will,  it  cannot  prevent  its  subjects 

from  mcurring  debts,  nor  one  bankniptcy  from  bringing  others  in  its 

train,  and  the  consequent  privations  will  be  quite  as  painful,  whatever 

be  the  form  in  which  the  debts  were  expressed. 

It  has  often  been  supposed  that  the  indiscriminate  issue  of  notes 
would  produce  other  inconveniences  than  such  as  are  implied  in  the 
failnre  of  banks.  It  has  been  thought,  for  instance,  that  an  excessive 
issue  causes  a  general  rise  of  prices,  which,  in  its  turn,  produces  a  large 
exportation  of  specie,  and  brings  on  a  oonmiercial  crisis.  This  theory 
Jws,  however,  been  sufficiently  discussed  in  the  last  chapter,  and  it  is 
unnecessary  to  repeat  what  was  there  said  on  the  subject.  It  has  been 
thought  that  the  power  of  issue  renders  bankers  more  likely  to  give 
credit  to  undeserving  persons.  But  as  notes  are  payable  on  demand,  a 
banker  is  not  quite  so  prone  to  incur  a  risk  by  lending  them  as  by  lend- 
ing his  name  on  a  bill  for  which  payment  cannot  be  demanded  for  three 
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months  or  more.  Before  the  bill  becomes  duo  he  may  expect  to  proride 
himself  with  cash  to  meet  it,  but  the  notes  may,  for  aught  he  knows,  be 
presented  the  next  day.  Cheques,  like  notes,  are  payable  on  demand, 
and  the  prohibition  of  notes  does  not  prevent  bankers  from  giving  credit 
to  unworthy  persons,  nor  prevent  these  from  obtaining  the  goods  which 
they  want  with  as  much  case  as  if  coin  had  been  lent  to  them.  Of  all 
the  modes  in  which  bankers  contrive  to  ruin  themselves,  issuing  noteg  is 
the  least  likely  to  succeed,  and  is  the  one  which  has  been  most  jealondy 
watched  over  by  the  State. 

Several  Acts  have,  from  time  to  time,  been  passed  to  regulate  the  issue 
of  notes  in  the  different  parts  of  the  United  Kingdom,  and  the  moet 
celebrated  of  these,  and  that  which,  as  far  as  England  is  concerned,  still 
regulates  our  monetary  system,  is  the  Bank  Act  which  was  passed  at  the 
instance  of  Sir  Eobert  Peel  in  1844.  Wlien  it  was  first  proposed,  the 
most  extravagant  expectations  were  entertained  respecting  the  good 
results  which  it  would  produce,  and  whatever  may  have  been  the  opinion 
of  its  more  clear-headed  advocates  it  must  have  derived  no  sUght  support 
from  the  belief  that  it  would  save  the  country  from  the  recurrence  of 
commercial  crises.  We,  who  live  when  time  has  been  allowed  to  test 
the  working  of  the  Act,  and  who  have  witnessed  three  conunercial 
crises  since  it  was  passed,  cannot  ascribe  any  such  salutary  effect  to  it ; 
and  its  defenders  must  now  content  themselves  with  more  modest 
claims.  As,  moreover,  on  each  of  these  three  occasions  the  Act  has 
been  virtually  suspended,  if  not  actually  violated,  its  more  uncompro- 
mising opponents  naturally  maintain  that  it  is  the  cause  of  crises  instead 
of  being  a  remedy,  or  even  a  palliative,  for  them.  The  controversy  has 
been  long  and  fierce,  naturally  obtaining  a  greater  share  of  public  atten- 
tion at  the  time  of  a  crisis,  and  sinking  into  comparative  neglect  when 
the  public  no  longer  realise  the  intense  suffering  which  such  a  calamity 
entails ;  but  the  opponents  ot  the  Act,  although  they  have  often  raised 
their  voices  in  Parliament,  have  never  been  strong  enough  to  obtain  its 
repeal  or  material  alteration.  Of  late  years  the  rooms  of  the  Statistical 
Society  have  been  the  principal  arena  in  which  the  conflict  has  been 
carried  on,  and  the  Journal  teems  with  papers  in  which  tlie  question  is 
discussed  from  every  point  of  view.  In  1871,  we  find  a  vigorous  attack 
on  the  Act  in  a  paper  by  Mr.  Patterson,  which  is  followed,  in  1872,  by  a 
defence  of  the  Act  by  Mr.  Hanamond  Chubb,  and  some  suggestions  for 
its  improvement  by  Mr.  Seyd ;  while,  in  1873,  there  is  an  elaborate  and 
impartial  review  of  the  whole  subject  by  Mr.  Palgrave.  All  these 
gentlemen  have,  I  believe,  some  practical  acquaintance  with  the  subject 
of  which  they  treat,  and,  as  each  of  them  regards  it  from  a  different 
standpoint,  a  comparison  of  the  instances  in  which  they  agree  and  in 
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which  they  di£Fer  cannot  fail  to  be  instractive.  The  Act  maj  be  divided 
into  two  portions;  that  which  relates  to  the  Bank  of  England,  and  that 
which  relates  to  the  conntry  banks ;  and  it  is  to  the  former  that  I  shall 
for  the  present  confine  mj  attention.  Although  I  have  already  mentioned 
it  several  times,  I  mnst  here  repeat  that  the  Act  limits  the  amount  of 
notes  which  the  Bank  may  issue  in  excess  of  the  amount  of  coin  or  bul« 
lion  in  its.  coffers  to  850,000,000f.  There  is  no  absolute  limit  to  the 
amount  of  notes  which  the  Bank  may  issue,  but  a  shifting  limit  is  fixed 
by  the  amount  of  gold  and  silver  of  which  the  Bank  is  at  any  moment  pos- 
sessed. As  a  general  rule,  the  actual  amount  of  notes  in  circulation  is  very 
considerably  below  the  maximum  limit  prescribed  by  law,  and  it  is  only 
at  the  height  of  a  crisis  that  the  limit  is  attained,  or  verynearly  approached. 
On  such  occasions  the  near  appi*oximation  to  the  full  amount  is  not 
so  much  owing  to  the  increase  of  the  notes  in  circulation  as  the  diminu- 
tion of  the  stock  of  gold,  great  part  of  which  is  withdrawn  from  the  Bank 
by  depositors  for  foreign  exportation  or  other  purpose^  To  ensure  the 
due  performance  of  the  law  by  the  Directors  of  the  Bank,  they  are  required 
to  keep  separate  accounts  for  the  issue-department  and  the  banking* 
department,  and  to  publish  every  week  the  amount  of  notes  issued,  and 
of  bullion  and  securities  held  in  each  department.  The  returns  of  the 
issue-department  are  made  up  by  adding  to  the  actual  stock  of  bullion 
the  total  amount  which  may  be  issued  against  securities  (which  has  now 
been  mcreased  from  850,000,000f.  to  375,000,000f.)  and  setting  down  the 
total  as  the  amount  of  notes  issued.  This  amount,  however,  is  not  the 
same  as  that  of  the  notes  in  the  hands  of  the  public,  and  the  difference 
between  the  tAvo  appears  in  tlie  accounts  of  the  banking-department  as 
the  notes  which  it  holds  in  reserve.  The  banking-department  holds 
some  coin  in  rescne,  but  if  it  desires  to  replenish  its  stock  from  the 
larger  resources  of  the  issue-department  it  can  only  do  so  by  diminishing 
to  the  same  extent  its  reserve  of  notes.  It  is  obliged,  as  it  were,  to 
present  notes  to  the  issue-department  and  get  them  cashed,  and,  by 
so  doing,  diminishes  the  balance  standing  to  its  credit ;  just  as  one 
of  the  customers  of  the  bank  would  do  by  cashing  a  cheque.  One  of  the 
objects  which  the  supporters  of  the  Act  sought  to  obtain  was  that  of 
compelling  the  Bank  to  reduce  the  amount  of  notes  in  circulation  in 
exactly  the  same  proportion  as  its  stock  of  gold  was  at  any  time 
diminished.  This  object  has  not  been  obtained,  for  the  returns  of  the 
Bank  show  that  the  amount  of  notes  in  circulation  frequently  increases 
at  the  same  time  that  coin  is  withdrawn.  This  was  pointed  out  soon 
after  the  Act  was  passed,  and  it  is  curious  to  see  how  Colonel  Torrens 
strove  to  conceal  its  failure  in  this  respect.  In  his  defence  of  the  Act 
be  boldly  maintains  that  the  circulation  has  always  risen  and  fallen 
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Bimultaneoiisly  with  the  gold,  and  refers  to  the  returns  of  the  issue- 
department  Bfi  establishing  this  proposition.  Of  course,  what  are  spokeu 
of  in  the  retnm  as  notes  issued  rise  and  fall  with  the  amount  of  gold,  for 
their  amount  is  made  up  bj  adding  a  fixed  sum  to  the  amount  of  the 
gold.  But  these  are  not  notes  actually  issued,  but  those  which  may 
possibly  be  issued,  and  they  cannot  be  considered  in  circulation  for  they 
do  not  circulate,  but  remain  in  the  Bank.  When  Colonel  Torrens 
recommended  that  the  amount  of  the  circulation  should  be  made  to 
depend  on  the  amount  of  gold,  he  meant,  of  course,  the  real  ciiculatioa 
in  the  hands  of  the  public,  for  which  alone  the  Bank  needs  to  provide 
the  means  of  payment,  but  such  was  his  unwillingness  to  own  himself  in 
the  wrong  that  he  would  rather  save  his  theory  by  a  quibble  than 
acknowledge  that  the  facts  were  opposed  to  it.  The  Act,  to  some  extent, 
divides  the  Bank  into  two  separate  institutions,  and  Torrens  availed 
himself  of  this  fact  gravely  to  maintain  that,  as  the  banking-department 
was  separate  from  the  issue-department,  the  notes  which  it  held  were 
quite  as  much  part  of  the  circulation  as  the  reserve  of  any  London  bank. 
It  is  natural  that  the  circulation  should  increase  at  the  same  time 
that  the  reserve  of  coin  is  diminished,  for  both  effects  are  due  to  the 
same  cause,  viz.,  the  need  which  the  public  have  of  more  money  ^ith 
which  to  make  payments  at  certain  seasons  of  the  year  when  notes 
are  required  for  the  larger  payments,  and  coin  for  the  smaller  ones. 
The  ground  which  is  now  generally  taken  by  the  defenders  of  the  Act  is, 
that  it  secures  the  convertibility  of  the  notes  of  the  Bank  of  England. 
Mr.  Hammond  Chubb,  for  instance,  says  : — ^'  If  it  be  conceded  that  it 
has  secured  the  convertibility  of  bank  notes,  and  I  think  it  may  be 
shown  that  it  has  done  no  more,  even  if  it  has  done  so  much,  then  it  has 
been  successful.  If  it  be  insisted  that  in  effecting  this,  evils  have  been 
brought  about,  these  evils  must  not  be  attributed  to  the  operation  of  the 
Act,  but  must  be  regarded  as  the  accompaniments  of  the  use  of 
convertible  bank  notes  vath.  a  regulated  issue.  And  if  these  evils  are 
held  to  be  intolerable,  there  is  nothing  to  be  done  but  to  revert  to  the 
use  of  notes  which  may  or  may  not  be  convertible,  and  be  issued  in 
regard  to  supposed  local  requirements,  and  not  ^vith  reference  to 
international  dealings.  ♦  ♦  ♦  Amidst  all  the  depreciation  which 
showed  itself  on  every  side  and  in  every  shape,  when  the  only  result 
that  could  happen  did  come  about,  the  bank  note  maintained  its  promise 
to  the  letter."  *  The  latter  of  these  passages  refers  to  the  crisis  of  1866, 
and  implies  that,  because  the  convertibility  of  the  note  was  even  then 
maintained,  this  advantage  was  secured  by  the  operation  of  the  Act.    It 

*  Joarnai  of  the  Statistical  Society,  vol.  35,  pp.  178-182. 
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18  quite  true  that  the  notes  have  been  convertible  ever  einco  the  Act  xaa 
pa^sedy  but  it  is  eqaallj  trae  that  the  earth  has  continued  to  rotate  on 
its  axis  ever  since  that  event ;  and  it  mighty  with  eqaal  show  of  reason, 
be  maintained  that  the  continnal  recurrence  of  day  and  night  was  owing 
to  the  wisdom  of  Sir  Robert  Peel.  Ever  since  the  Act  of  1819,  which 
ordered  the  resomption  of  specie  payments,  came  into  operation,  the 
promise  which  every  note  bears  on  its  fece  has  been  literally  folfiUed. 
Daring  the  period  of  20  years  which  preceded  the  passing  of  that 
measure  the  promise  was  frequently  broken,  but  only  because  the  law 
required  that  it  should  not  be  kept.  Thus  the  Act  of  1819  marks  the 
division  between  the  periods  of  convertibility  and  inconvertibility,  while 
that  of  1844  is  simply  an  undistinguished  year  in  a  long  period  of  conver- 
tibility. We  are  not,  therefore,  obliged  to  suppose  that  the  Act  of  1 844  has 
been  the  cause  of  convertibility,  or  that  we  must  choose  between  incon- 
vertibility and  the  evils  which  may  be  found  to  be  inseparable  frdm  the 
maintenance  of  the  Act.  We  have  only  to  return  to  the  state  of  things 
which  existed  between  1819  and  1844,  and  we  should  be  free  from  both 
of  them.  It  is  frequently  said  that  the  Act  of  1844  is  complementary 
to  that  of  1819,  for,  while  the  earlier  Act  ordained  that  the  Bank  should 
cash  its  notes  when  presented,  the  later  one  took  steps  to  provide  that  a 
sufiBcient  reserve  should  be  kept  for  this  purpose.  It  is,  however,  on 
this  point  that  the  essence  of  the  controversy  turns ;  the  earlier  Act 
contented  itself  with  requiring  the  Bank  to  keep  its  engagements,  and 
left  the  directors  to  use  their  discretion  in  providing  for  so  necessary  an 
object  as  the  maintenance  of  a  reserve.  The  later  one  curtailed  their 
discretion,  and,  to  some  extent,  dictated  the  amount  of  the  reserve  which 
they  should  keep,  and  the  purpose  to  which  they  should  apply  it.  As 
usually  happens  when  a  legislative  remedy  is  proposed  for  any  social 
disease,  its  advocates  declare,  and  often  believe,  that  their  opponents  are 
indifferent  to  the  cure  of  the  evil  because  they  oppose  the  adoption  of 
the  particular  remedy.  In  this  case  the  supporters  of  the  Act  seem  often 
to  suppose  that  all  who  are  opposed  to  it  are  also  opposed  to  converti- 
bility, although,  in  fact,  this  is  only  true  of  a  small,  and  by  no  means 
influential,  section  of  them.  It  is  true  that  the  Act  does  compel  the 
Bank  to  keep  a  larger  reserve  than  it  would  otherwise  do,  and  so  &r 
increases  the  chance  which  every  note-holder  has  of  getting  his  notes 
cashed ;  but,  in  order  to  obtain  this  object,  a  course  is  adopted  which 
increases  the  danger  of  the  bank  stopping  payment.  In  all  conunercial 
crises  a  remarkable  feature  has  been  the  extreme  anxiety  of  bankers  and 
merchants  to  obtain  an  increased  quantity  of  Bank  of  England  notes, 
although  the  reserve  of  gold  is  known  to  be  at  its  lowest,  and  the  chance 
of  the  notes  being  cashed  might  seem  to  be  extremely  small.    In  1825, 
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for  iusfcance^  the  reserve  was  abuosk  exhausted,  aad  yet  the  ciy  on  all 
sides  was  for  more  notes,  which  were  accordingly  issued  by  the  Bank  in 
the  most  liberal  manner,  both  as  regards  their  amount,  and  the  rales 
respecting  the  securities  against  which  they  were  granted.  It  ^*as  on 
this  occasion  that  Huskisson  made  the  memorable  remark  that  **  We 
were  within  twenty-four  hours  of  Barter,"  implying  that,  as  the  country 
had  been  drained  of  gold  and  the  Bank  was  within  an  ace  of  stopping 
payment,  there  would  soon  be  neither  coin  nor  notes  to  perform  the 
functions  of  a  medium  of  exchange.  In  1839,  again,  the  reserve  was 
reduced  to  a  very  low  figure  without  impairing  the  confidence  of  the 
public  in  the  solidity  of  the  institution.  On  this  occasion  the  Bank 
righted  itself  by  borrowing  a  large  amount  of  gold  from  some  Paris 
bankers  ;  a  proceeding  which  has  often  been  regarded  as  a  national 
humiliation  by  writers  whose  patriotism  is  more  sensitive  than  any  which 
I  can 'lay  claim  to  ;  and  it  was  partly  in  order  to  save  the  country  from 
a  similar  disgrace  that  the  Act  of  1814  was  passed.  It  certainly  has  had 
the  efiect  of  maintaining  a  large  stock  of  gold  in  the  Bank,  bnt  only 
under  conditions  which  have  rendered  it  practically  useless.  In  former 
crises  the  whole  stock  was  nearly  exhau6ted>  but  since  1844  the  withdra\ral 
has  only  continued  until  the  stock  of  the  banking  department  was 
exhausted.  At  such  times  the  crisis  has  reached  its  height,  for  the 
whole  resen^e  of  the  banking-department  being  exhausted,  the  Bank 
would  be  unable  to  meet  its  engagements  towards  its  depositors  if  thcj 
should  require  to  withdraw  any  large  amount  of  their  deposits.  Were  it 
not  for  the  Act,  the  Bank  might  use  the  gold  which  is  in  the  issue- 
department,  but  this  cannot  be  allowed  to  depart  except  in  exchange  for 
notes  ;  and  at  such  times  there  is  always  a  demand  for  a,!i  increased 
quantity  of  notes,  partly  from  bankers  who  desire  to  streugtheu  their 
reserves  as  a  precaution  against  a  run,  and  pai'tly  ftom  other  persons 
who  are  afraid  that  bills  and  cheques  will  be  refused  amid  the  general 
distrust  which  prevails,  and  who  wish  to  provide  themselves  with  paper 
which  no  one  mil  hesitate  to  receive.  Were  it  not  for  the  Act,  the  Bank 
might  issue  any  quantity  of  notes,  but  it  cannot  do  so  unless  tlic 
stock  of  gold  is  increased;  w^hile  at  such  times  there  is  usually  a 
drain  of  gold  for  exportation,  and  the  same  reason  which  makes 
people  keep  a  larger  stock  of  notes  induces  them  to  keep  coin 
also.  If  it  had  been  known  that  the  Act  would  be  strictly  enforced, 
it  is  highly  probable  that  the  Bank  would  have  been  compelled 
to  stop  payment  in  1847,  1857,  and  1866,  and  if  this  had  happened 
the  note-holders  would  have  found  themselves  in  quite  as  awkward  a 
predicament  as  the  depositors.  As  on  none  of  these  occasions  was  there 
a  sufficient  stock  of  gold  to  cash  all  the  notes,  it  would  have  been 
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impossible  to  satisfy  the  claims  of  all  the  holders,  and  it  may  be  doubted 
whether  they  would  have  been  allowed  precedence  over  the  depositors. 
The  Act  says  that  gold  may  not  be  withdrawn  except  in  exchange  for 
notes,  but  it  does  not  contemplate  the  case  of  the  Bank  suspending 
payment,  and  does  not  provide  (as  is  often  erroneously  supposed)  that 
the  Government  shall  redeem  any  portion  of  the  notes,  or  that  its  assets 
shall  be  dealt  with  in  any  other  way  than  is  usual  with  companies  which 
have  failed.  To  prevent  such  a  catastrophe  the  ministry  of  the  day 
have  always  interfered  by  writing  a  letter  to  the  Directors  of  the  Bank, 
recommending  them  to  be  liberal  in  their  discounts,  and  pledging 
themselves  to  do  their  utmost  to  procure  from  Parliament  on  Act  of 
Indemnity  in  case  such  a  course  shouli  lead  to  the  increase  of  the  circu- 
lation beyond  the  legal  limit.  The  publication  of  these  letters  has 
always  produced  a  good  eflFecfc  in  calming  people's  minds,  and  a  mei-e 
knowledge  that  more  notes  were  forthcoming  if  required  has  been 
sufficient  to  reduce  the  immediate  demand  for  them.  It  was  only  in 
1857  that  the  Act  was  actually  violated,  but  in  18G6  it  was  only  saved 
by  the  Bank  of  England  taking  the  unusual  course  of  requesting  other 
banks  to  send  back  -all  its  notes  which  they  could  possibly  spare.  A 
similar  system  prevails  in  Austria,  where  the  privileged  bank  is  only 
allowed  to  issue  notes  to  the  extent  of  500,000,000f.  in  excess  of  the 
bullion  in  its  vaults,  and  during  the  crisis  of  1873  the  Austrian  Govern- 
ment suspended  the  operation  of  this  law.  During  the  American  crisis  of 
the  same  year  the  Executive  took  a  similar  course  by  allowing  the 
infraction  of  the  law  which  requires  the  banks  to  keep  a  reserve  equal  to 
one-fourth  of  their  liabilities.  In  all  these  countries,  therefore,  it  is 
found  by  experience  that  a  rigid  rule  as  to  the  amount  of  reserve  cannot 
be  enforced,  but  must  be  relaxed  at  the  very  time  when  its  operation  is 
most  sensibly  felt.  Nor  is  this  strange,  for  the  very  object  of  a  reserve 
is  to  be  used  on  extraordinary  emergencies,  and  if  it  cannot  be  used  at 
such  times  it  might  as  well  not  exist.  Here  may  be  seen  the  effect  of 
State  interference :  if  banks  were  allowed  to  manage  their  own  afiTairs 
they  might  keep  too  small  a  reserve,  and  they  might  be  guided  by  foolish 
rules  in  issuing  their  notes,  but  they  would  never  lock  up  their  own 
reserve  in  such  a  way  as  to  be  inaccessible  to  themselves  when  it  was 
wanted.  The  rule  which  now  guides  the  issues  of  the  Bank  of  England 
was  adopted  by  the  Directors  of  their  own  accord  before  the  Act  was 
passed,  but  if  it  had  not  received  the  force  of  law  they  would  never  have 
adhered  to  it  at  the  time  of  a  crisis.  The  repeated  interference  of  the 
Government,  and  the  certainty  that  simQar  steps  will  again  be  taken  if 
required,  have  done  much  to  mitigate  the  eflfects  of  the  Act ;  but  the 
regulation  of  such  a  matter  cannot  be  so  safely  intrusted  to  statesmen  as^ 
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to  bankers,  and  it  cannot  be  rationallj  contended  that  an  Act  which  is 
virtually  suspended  at  the  only  time  when  it  produces  any  importaut 
effect  can  confer  a  great  benefit  on  the  community. 

Some  persons  are  so  much  impressed  ^vith  the  evil  consequences  which 
would  result  from  the  dishonouring  of  bank  notes,  that  they  find  fault 
with  the  Act  for  not  going  far  enough,  and  propose  that  the  note  circu- 
lation should  not  be  allowed  to  exceed  the  amount  of  bullion  held  in 
reserve ;  Mr.  Seyd  does  not  go  so  far  as  this,  but  in  the  paper  already 
referred  to,  proposes  to  prohibit  what  he  calls  the  "  Fiduciary  Issues,'' 
i.e.,  the  notes  issued  against  securities,  except  when  the  rate  of  discount 
is  high:  the  only  apparent  reason  which  he  puts  forward  is,  that  such  a 
course  would  furnish  an  infallible  security  to  the  holderi ;  but  as  the 
confidence  of  the  public  in  the  notes  is  already  perfect,  it  does  not  appear 
that  anything  would  be  gained  by  the  change.  This  confidence  was  quite 
as  great  before  the  passing  of  the  Act  as  it  has  been  since,  and  the  law 
which  in  1833  made  the  notes  legal  tender,  merely  gave  legal  sanc- 
tion to  what  had  long  been  the  universal  practice.  Many  will  remember 
the  pride  with  which  Burke  in  his  "Reflections  on  the  French  Revolu- 
tion," contrasts  the  general  acceptance  of  the  Bank  of  England  note 
with  the  depreciation  of  the  assignats,  and  says  of  the  former  that  it  is 
all-powerful  on  'Change,  because  it  is  powerless  in  Westminster  Hall.  If 
Mr.  Seyd's  proposal  were  adopted,  it  would  be  necessary  for  the  Bank  to 
increase  its  reserve,  for  it  would  still  require  as  much  as  at  present  to 
meet  demands  on  the  banking-department,  and  this  addition  would 
represent  a  large  expenditure  of  English  labour  in  procuring  the  gold, 
which  would  only  be  compensated  by  an  imaginary  increase  in  what  is 
already  complete,  viz.,  our  confidence  in  the  solvency  of  the  Bank.  Mr. 
Seyd  himself  tells  us  that,  "  The  great  position  of  the  Bank,  its  high 
credit,  its  large  deposits  without  interest,  and  its  general  influence  and 
monetary  power,  are  due  simply  to  its  enormous  capital  and  rest,  and  to 
the  prudent  and  superior  management  of  the  institution  nnder  all  cir- 
cumstances."* The  popular  belief  that  the  Bank  cannot  fail  is  not  ill- 
founded,  although  the  reason  given  for  it,  that  the  Government  is  bound 
to  pay  its  debts,  is  founded  on  a  mistaken  one.  Its  capital  of  360,000,000f , 
which  is  four  times  as  large  as  that  of  the  Bank  of  France,  and  far 
exceeds  that  of  any  other  bank  in  the  world,  and  its  "  Rests,"  (or  undi- 
vided profits),  which  have  for  years  been  maintained  at  75,000,000f. 
constitute  an  enormous  fund  which  the  most  reckless  directors  would 
require  a  long  period  to  squander,  while  the  high  position  of  the  Bank 
has  always  enabled  it  to  procure  the  services  of  the  ablest  and  most 

*  Journal  of  Statistical  Society,  vol.  35,  p.  504. 
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honourable  men  whom  fche  Oity  of  London  can  produce.  The  function  of 
isBoing  notes  against  bullion  is  one  which  might  be  quite  as  well  per- 
formed by  a  government  department,  as,  indeed,  others  have  proposed 
that  it  should  be,  and  it  constitutes  (or,  until  recently  constituted)  the 
sole  business  of  the  Bank  of  Hamburgh.  But  the  experience  of  Hamburgh 
in  1857  shews  that  such  a  system  affords  no  guarantee  against  specula- 
tion or  commercial  crises,  as,  under  Mr.  Seyd's  system,  the  amount  of  the 
fiduciary  issues  would  be  allowed  to  increase  as  the  rate  of  discount  rose, 
it  might  be  possible  to  weather  a  commercial  crisis  without  suspending 
the  law ;  but  this  is  the  only  advantage  which  would  be  gained,  and 
although  his  scale  has  been  firamed  after  a  very  careful  study  of  the  last 
accounts  of  the  Bank,  it  would  be  dangerous  to  fetter  the  discretion  of 
the  directors  by  holding  them  down  to  rules  which  may  not  be  found 
saitable  to  the  vicissitudes  of  the  future. 

Among  the  more  extreme  opponents  of  the  Act,  who  go  so  far  as  to 
maintain  that  it  is  the  cause  of  commercial  crises,  is  Mr.  Patterson,  who 
says,  ^^  England  is  the  peculiar  seat  of  monetary  crises,  just  as  Egypt  is 
of  the  plague,  and  India  of  the  cholera.  These  monetary  plagues  are  the 
bane  and  opprobrium  of  our  country.  Our  monetary  system,  I  venture 
to  say,  is  a  disgrace  to  our  civilization,  and  I  hope  the  day  is  not  far 
distant  when  our  trading  and  manufacturing  classes,  nay,  our  whole 
community,  will  be  relieved  from  the  terrible  periodical  convulsions 
which  owe  their  peculiar  severity  to  the  defects  of  a  banking  system 
which,  in  this  latter  half  of  the  nineteenth  century,  is  still  based  upon 
the  vicious  and  antiquated  principles  of  monopoly  and  restriction."* 
But  it  has  been  already  pointed  out  that  commercial  crises  arc  not 
pecuKar  to  England,  and  have  recently  occurred  in  Austria  and  the 
United  States,  though  it  must  be  admitted  that  the  laws  of  those  coun- 
tries are  similar  to  those  of  England  in  regard  to  the  issue  of  notes.  But 
on  wider  grounds  it  may  be  safely  maintained  that  crises  are  not  the 
result  of  monetary  legislation,  but  of  impediments  to  production.  It  is 
not  the  want  of  money,  but  of  commodities  which  inflicts  so  much 
suffering  on  our  trading  and  manufacturing  classes ;  and  the  freest 
issue  of  notes  could  not  save  them  from  the  sufferings  consequent  on  an 
Irish  Famine,  or  a  Continental  War.  No  system  of  banking  can  ensure  the 
prudent  management  of  all  houses'^of  business,  and  the  failure  of  such 
a  house  as  Overend  and  Gumey  must,  whenever  it  occurs,  bring  many 
others  in  its  train.  As  there  are  several  banks  which  have  contrived  to 
hold  their  ground  for  nearly  two  centuries,  it  cannot  be  maintained  that 
our  monetary  legislation  creates  any  obstacles  which  may  not  be  over- 

*  Journal  of  StatiBtioal  Society,  vol.  84,  p.  352. 
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oome  by  skill  and  prudence.  Mr.  Bonamj  Price  seems  inclined  to  go  to  the 
other  extreme,  and  while  jiistlj  maintaining  that  crises  are  not  pi^odnced 
bj  the  Bank  Act,  he  seems  to  mc  to  go  too  far  in  contending  that  the 
amount  of  gold  held  in  reserve  by  the  Bank  of  England  neither  has,  nor 
ought  to  have,  any  influence  on  the  money  market.  The  former  of  these 
propositions  he  supports  by  reference  to  the  Bank  returns,  which  show 
that  there  is  no  invariable  connection  between  the  amount  of  the  reserve 
and  the  rate  of  discount.  The  latter  he  bases  on  his  general  argument 
that  what  is  really  lent  and  borrowed  is  not  money,  but  commodities; 
and  he  regards  as  a  popular  delusion  the  belief  that  the  facility  of  obtain- 
ing loans  depends  on  the  bulk  of  a  heap  of  metal  in  Threadneedle-street. 
It  is  perfectly  true  that  the  directors,  when  they  fix  the  rate  of 
discount,  have  to  take  other  things  into  consideration  besides  the 
amount  of  their  reserve;  aud  that  a  table  which  merely  gave  the 
amount  of  reserve,  and  the  rate  of  discount  which  prevailed  at  the 
same  time  throughout  a  series  of  years,  would  disclose  no  apparent 
connection  between  them.  But  it  does  not  follow  that  the  reserve 
is  not  one  of  the  elements  to  be  taken  into  consideration,  and  it 
is  certain  that  its  amount  is  always  extremely  small  at  the  time  of  a 
crisis  ;  and  it  can  scarcely  be  maintained  that  the  Directors  can  grant 
enormous  loans  without  considering  what  means  they  have  of  meeting 
their  own  engagements.  That  the  diminution  of  the  reserve  excites 
unnecessary  alarm  may  be  admitted,  although  Mr.  Price  seems  to  have 
exaggerated  the  extent  to  which  this  actually  happens.  In  two  letters 
which  he  addressed  to  the  "  Times  "  in  November,  1878,  he  described 
the  City  as  having  gone  mad  in  consequence  of  a  diminution  in  the 
reserve,  and  instanced  the  high  rate  of  discount  and  increased  demand 
for  accommodation  which  then  prevailed  as  proofe  of  the  existence  of  a 
panic  in  the  City.  But  Mr.  Crump,  who  is  doubtless  better  acquainted 
with  the  actual  facts  of  the  case,  and  who  has  examined  these  letters  at 
some  length,*  assures  us  that  the  panic  was,  on  this  occasion,  confined  to 
a  few  merchants  of  inferior  standing,  in  whose  case  it  could  not  be 
deemed  unreasonable,  as  they  were  sorely  in  need  of  advances.  Bat 
when  a  veritable  crisis  occurs,  the  power  of  the  Bank  to  relieve  it  is,  for 
a  time  at  least,  curtailed  by  the  restriction  which  prevents  it  from  issuing 
more  notes.  That  a  large  amount  of  gold  should  be  locked  up  at  such 
a  time  is  an  evil  of  less  moment,  for  if  it  were  not  for  the  Act  there 
would  probably  be  hardly  any  left,  but  to  prevent  the  Bank  from  issning 
notes  to  all  such  as  are  willing  to  accept  them,  is  to  impose  a  hardship 

*  Theory  of  Stock  Exchange  Speculation.    By  Arthur  Crump.    Longman,  1874* 
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on  the  banking  and  oommercial  oommnnitj  which  is  not  compensated 
by  an  advautagc  to  any  other  class.  In  discussions  on  this  subject  a 
good  deal  is  said  about  the  function  of  banks,  one  party  contending  that 
their  function  is  to  make  adTances,  while  another  party  maintains  that  it 
consiBts  in  taking  care  of  what  is  entrusted  to  them  bj  depositors.  It 
is,  howerer,  unnecessary  to  enter  into  this  question  here,  for  it  is  certain 
that  banks  do  in  fact  make  advances,  and  therefore  the  commercial 
community  may  reasonably  expect  them  to  continue  to  do  so.  If  it  were 
proposed  that  the  Bank  of  England  should  be  compelled  to  make 
advances  at  the  time  of  a  crisis,  there  would  be  some  reason  in  the  plea 
that  the  Bank  exists  fer  the  benefit  of  its  proprietors  and  dei)08itors,  and 
not  for  that  of  intending  borrowers ;  but  the  opponents  of  the  Act 
merely  ask  that  the  Bank  should  be  allowed  to  conduct  its  business  in 
whatever  way  is  most  convenient  to  itself.  To  make  large  advances 
during  a  crisis  is  a  policy  which  is  quite  as  profitable  to  the  Bank  as  it 
is  beneficial  to  the  borrowers,  and  it  may  be  doubted  whether  a  refill 
to  do  so  would  not  compel  the  Bank  itself  to  suspend  payment.  Such  a 
refasal  would  greatly  augment  the  number  of  failures,  and,  as  several 
banks  would  probably  fail,  it  is  quite  possible  that,  as  Mr.  Bagehot 
suggests,  the  Clearing  House  system  would  be  given  up,  and  the  banks 
would  then  withdraw  their  balances  from  the  Bank  of  England ;  and  so 
large  a  withdrawal  would  be  more  than  the  latter  could  bear,  and  would 
compel  it  to  suspend  payment.  A  free  issue  of  notes  enables  the  Bank 
to  make  advances  almost  unlimited  in  amount ;  and  though  the 
interference  of  the  Oovemment  has  always  come  in  time  to  save  the 
Bank,  there  must  always  be  many  firms  who  suffer  much  from  the  delay 
of  even  a  few  days  on  the  part  of  the  Government  in  resolving  on  so 
important  a  gtep.  In  countries  where  little  is  known  about  the  monetary 
system  of  England,  the  suspension  of  the  Bank  Act  is  regarded  as  being 
identical  Ynth  the  suspension  of  cash  payments,  which  it  in  fact  prevents ; 
and  the  alarm  thus  occasioned  must  have  some  effect  in  inducing 
foreigners  to  withdraw  deposits  from  England  just  at  the  time  when 
every  inducement  ought  to  be  held  ont  to  retain  them.  Unreasonable 
as  the  mistake  is,  it  yet  illustrates  the  evil  consequences  which  result 
from  passing  a  law  which  is  only  harmless  so  long  as  it  is  in  operation, 
and  must  be  suspended  whenever  it  begins  to  act. 

It  is  remarkable  that  the  opponents  and  supporters  of  the  Act,  though 
they  agree  in  nothing  else,  agree  in  condemning  the  provisions  which 
relate  to  country  banks.  These  latter  are  not  allowed  like  the  Bank  of 
England  to  increase  their  issues  if  they  will  consent  to  increase  their 
reserve  in  proportion,  nor  are  they  required  to  keep  any  reserve  at 
all;  but  they  are  simply  forbidden  to  issue  a  single  note  in  excess  of  the 
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amount  which  they  used  to  do  shortly  before  the  passing  of  the  Act. 
The  authors  of  the  measure  no  doubt  expected  that  it  would  gradaaily 
lead  to  the  extinction  of  the  country  issues,  as  no  new  bank  of  issue  was 
permitted  to  be  established ;  but  although  a  great  reduction  has  since 
taken  place,  it  has  by  no  means  realised  their  expectation,  and  the  Act 
itself  has  been  the  means  of  securing  a  longer  lease  of  life  to  the  smaller 
and  weaker  of  the  country  banks.  It  provides  that,  if  two  issuing  banks 
are  amalgamated,  the  joint-bank  may  only  maintain  a  circulation  equal 
to  those  of  the  two  when  separate,  on  condition  that  the  number  of  partners 
is  not  more  than  six  after  the  amalgamation.  Thus  this  provision,  while 
it  permits  the  amalgamation  of  small  private  banks,  prevents  large  joint- 
stock  banks  from  uniting  with  one  another,  or  from  absorbing  private 
banks.  As  the  establishment  of  joint-stock  banks  was  prohibited  prior 
to  1826,  the  business  of  banking  in  England  was  shared  among  a  large 
number  of  private  banks,  and  the  Act  of  1844  came  before  the  joint- 
stock  banks  had  had  sufficient  time  to  absorb  them,  while  it  furnished  an 
additional  obstacle  to  amalgamation ;  the  privilege  of  issuing  notes,  even 
to  a  small  amount,  being  too  valuable  to  be  lightly  parted  with.  We 
find,  accordingly,  that  as  compared  with  Scotland  and  Ireland,  where 
joint-stock  banks  have  long  been  tolerated,  the  number  of  issuers  is  truly 
enormous,  being  (in  1872)  one  hundred  and  seventy-seven  as  against 
eleven  in  Scotland  and  six  in  Ireland.  This  multiplicity  of  issuers  has 
always  been  justly  regarded  as  the  great  defect  of  the  English  system,  as 
there  is  a  greater  risk  of  failure  with  many  poor  banks  than  with  a  few 
rich  ones ;  but  the  authors  of  the  Act  of  1844  felt  themselves  obliged  to 
respect  vested  interests,  and  therefore  allowed  all  those  who  had  already 
obtained  a  circulation  for  their  not«s  to  keep  what  they  had  Mrlj 
earned.  But  although  we  may  understand  why  this  course  was  adopted, 
and  though  ii  could  not  have  been  avoided  without  a  large  expenditure  by 
way  of  compensation,  there  is  no  valid  reason  why  any  distinction  should 
be  made  between  banks  founded  before  and  after  a  particular  year,  or 
why  the  amount  of  notes  which  sufficed  for  1844  should  be  made  to 
suffice  for  all  succeeding  years.  No  provision  is  contained  in  the  Act 
to  protect  either  Mie  note-holders  or  the  other  creditors  of  country  banks, 
but  it  simply  provides  that  the  amount  lost  through  the  dishonouring  of 
notes  shall  not  be  greater  than  it  would  have  been  in  case  the  bank  which 
issued  them  had  failed  in  1844.  They  may  waste  their  own  and  their 
depositors'  money  in  any  way  they  please,  but  they  may  not  earn  the 
profit  ^yhich  might  be  fairly  derived  from  the  public  confidence  reposed 
in  them  when  it  is  shown  in  a  disposition  to  accept  an  increased  number 
of  their  notes.  The  restrictions  unposed  on  joint-stock  banks  have  been 
even  more  galling  than  those  to  which  the  private  ones  are  subjected,  but 
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they  contrive,  nevertheless,  not  merely  to  hold  their  o^n  ground,  but  greatly 
to  extend  their  operations:  one  of  them,  the  National  and  Provindal,  has 
forfeited  its  right  of  issue  by  establishing  an  office  in  London,  while  the 
Scotch  and  Irish  banks  have  been  allowed  to  do  business  in  Londob 
without  incurring  a  similar  penalty.  While  its  operations  were  confined 
to  the  country  its  circulation  amounted  to  about  10,000,000f.,  and  I 
have  been  assured  by  one  of  the  Directors  that  the  loss  which  it  sufiered 
was  as  great  as  would  have  been  caused  by  the  withdrawal  of  deposits  to 
the  amount  of  25,000,000f.  While  it  was  allowed  the  right  of  issue  a 
considerable  part  of  its  reserve  could  safely  consist  of  its  own  notes,  which 
cost  nothing  until  they  were  issued,  but  now  Bank  of  England  notes 
must  be  retained  and,  of  course,  paid  for.  Country  bankers  complain 
that  the  licence  duty  on  branch  offices  is  at  present  so  high  as  to  act  as  a 
great  impediment  to  the  establishment  of  new  branches.  All  bankers 
are  required  to  pay  for  stamps  on  the  notes  and  bills  which  they  issue, 
and  by  way  of  composition  for  the  increased  circulation  which  every 
branch  is  supposed  to  obtain  they  are  required  to  pay  750f.  a  year  for 
every  branch  office.  Small  as  this  amount  appears,  it  is  said  to  be  more 
than  sufficient  to  swallow  up  the  profits  of  many  branches  which  might 
otherwise  be  established  in  small  to\^iis.  As,  however,  the  tax  is  imposed 
for  the  sake  of  the  revenue  derivable  from  it,  the  discussion  of  its  merits 
belongs  rather  to  the  subject  of  taxation  than  to  that  of  free  banking.  It 
is  sufficient  to  observe  that  the  safest  system  of  banking  is  that  of  a 
few  banks  with  many  branches,  and  that  if  a  sufficient  revenue  can  be 
obtained  by  less  objectionable  means  it  would  be  well  to  abolish  or 
reduce  a  tax  which  at  present  defeats  its  own  end  by  preventing  the  use 
of  the  thing  on  which  it  is  imposed. 

Clountry  bankers  have  been  so  long  accustomed  to  submit  to  State 
regulations  that  they  almost  seem  to  have  lost  the  wish  for  independ- 
ence, and  to  regard  some  kind  of  regulation  as  inevitable.  On  June 
15th,  1874,  some  of  them  presented  a  memorial  to  the  Chancellor  of 
the  Exchequer,  in  which  they  prayed  for  the  removal  of  a  grievance ; 
but  this  was  only  an  invasion  of  their  field  by  the  Scotch  banks,  which 
are  allowed  to  issue  notes  in  England,  and  one  of  which  has  established 
a  branch  in  Cumberland,  while  more  than  one  have  done  so  in  London. 
The  Scotch  banks  being  allowed,  like  the  Bank  of  England,  to  issue  as 
many  notes  as  they  please,  on  condition  of  proportionally  increasing 
their  reserves  of  gold,  are  able  to  avail  themselves  to  the  full  of  the 
powers  allowed  them  of  issuing  notes  unsecured  by  gold.  The  English 
banks,  on  the  other  hand,  not  being  allowed  to  exceed  a  certain  limit, 
are  obliged,  in  order  to  keep  on  the  safe  side,  to  keep  much  below  it, 
and  are  practically  restricted  to  three-fourths  of  their  authorised  issues. 


Digitized  by 


Q^ogk 


884  COUNTRY  BANKR. 

The  deputation  simplj  asked  that  the  Scotch  banks,  if  allowed  to  i&sue 
notes  in  England,  should  be  subjected  to  the  same  conditions  as  their 
English  competitor,  and  the  memorial  concluded  with  the  words— 
"Your  memorialists,  therefore,  respectfully  pray  that  this  important 
subject  may  have  your  early  attention,  and  that  you  and  the  other 
members  of  the  Government  may,  by  immediate  legislation,  uphold  in 
thorough  integrity  the  spirit  of  the  Bank  Act  of  1844."  Thus  they 
speak  of  the  Act  as  if  it  were  something  which  it  concerned  them  to 
uphold,  not  as  a  burden  imposed  upon  them  without  any  regard  to 
their  interests  or  wishes.  Mr.  Dun,  the  manager  of  Pars  Banking 
Company,  who  was  one  of  the  deputation,  published  his  views  on  the 
subject  in  the  form  of  a  letter  to  the  Chancellor  of  the  Exchequer, 
and  if  sound  sense  and  moderation  can  procure  a  respectful  hearing 
for  his  arguments  they  are  certainly  entitled  to  it.  The  gist  of  his 
recommendations  is  contained  in  the  following  passage : — "  In  order  to 
put  the  English  banks  completely  on  a  par  with  the  Scotch,  as  they 
now  stand,  it  would  be  necessary  to  give  to  all  of  them  the  power  of 
issue.  This,  however,  would  be  out  of  the  question.  There  are  in 
England  too  many  small  banks,  both  private  and  joint-stock,  to  warrant 
such  a  course.  The  three  essential  qualifications  of  a  note-circulation 
are,  security,  convertibility,  and  acceptibility.  Keeping  these  three 
qualifications  in  view,  what  I  venture  to  suggest  is,  that  every  joiut- 
stock  bank  in  England,  having  a  paid-up  capital  of  not  less  than  (say) 
£200,000,  should  receive  the  power  to  issue  notes  to  an  amount  not 
exceeding  (say)  one-half  of  its  paid-up  capital  against  the  deposit  with 
the  State  of  English  Government  Securities  for  an  equivalent  amount, 
with  ia  margin  of  (say)  20  per  cent,  to  cover  possible  depreciation,  on 
condition  of  always  holding  coin  or  Bank  of  England  notes  to  the 
amount  of  (say)  one-third  or  one-half  of  its  notes  in  the  hands  of  the 
public,  and  under  the  obligation  of  always  paying  its  notes  in  legal 
tender  on  demand."  *  Thus  he  takes  for  granted,  just  as  statesmen  do, 
that  because  multiplicity  of  issuers  is  inconvenient  therefore  it  ought  to 
be  prohibited,  and  does  not  see  that  competition  is  sufficient  to  correct 
whatever  inconvenience  or  risk  the  system  may  involve.  If  it  be 
admitted  that  some  regulation  is  necessary,  his  scheme  deserves  con- 
sideration, and  is  well  calculated  to  secure  the  proposed  end,  vii., 
security  for  the  payment  of  notes.  Somewhat  similar  rules  are  actually 
enforced  in  Sweden,  of  whose  banking  system  an  interesting  account  is 
furnished  by  Mr.  Palgrave  in  the  paper  above  referred  to,  and  they 
have  been  found  to  work  well,  if  we  may  judge  from  the  fact  that  none 

*  RDglish  Bankers'  Grievance,  p.  16.    By  John  Dnn.    Kffingham  Wilson,  1874, 
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of  the  banks  subject  to  them  have  yet  failed,  although  the  system  has 
been  in  force  for  about  forty  years.  But  whatever  merits  these  or  other 
systems  may  possess,  the  general  principle  remains  that  the  State  cannot 
give  increased  security  to  note-holders  without  proportionately  injuring 
depositors,  and  that  natural  selection  will  establish  safe  banking  by 
rooting  out  all  the  institutions  which  are  badly  managed.  The  success 
of  the  Bank  of  England  in  monopolising  the  note-issue  of  the  metro- 
polis affords  an  instance  of  the  effects  which  free  competition  has  power 
to  produce.  Although  joint-stock  banks  have  never  been  allowed  to 
issue  notes  in  London,  the  private  ones  used  formerly  to  do  so,  but  the 
public  showed  such  a  preference  for  those  of  the  Bank  of  England  that 
the  private  bankers  ceased  to  issue  them  long  before  they  were  actually 
forbidden  to  do  so  by  the  Act  of  1844.  The  London  public  are  now  so 
thoroughly  accustomed  to  the  notes  of  one  bank  that  it  would  be 
difficult  for  any  of  the  large  joint-stock  banks  to  obtain  a  circulation 
for  their  notes,  which  certainly  could  not  be  rendered  more  safe  than 
those  now  in  use.  This,  however,  is  no  ireason  why  they  should  not  be 
allowed  to  make  the  attempt,  and  there  is  no  more  pernicious  assump- 
tion  than  that  because  people  have  contrived  to  do  without  a  thing  they 
should  therefore  be  prevented  from  using  it.  The  temerity  of  legis* 
lators  is  nowhere  more  conspicuous  than  in  their  acting  as  they  so  often 
do>  on  the  principle  that  whatever  is  suited  to  one  generation  must  do 
equally  well  for  all  succeediug  ones.  It  is  to  be  hoped  that  the  same 
spirit  which  has  dictated  the  throwing  open  of  the  East  Lidian  trade  to 
all  British  subjects,  and  of  the  Corn  Trade  to  all  foreigners,  will  finally 
induce  the  English  Government  to  throw  open  the  business  of  note- 
issuing  to  all  who  may  wish  to  engage  in  it.  Let  all  impediments  to 
amalgamation  and  to  increased  issues  be  done  away  with,  and  time  will 
be  sufficient  to  transform  om*  multitude  of  banks  into  a  few  large  ones 
with  innumerable  branches. 

The  issues  of  the  Scotch  and  Irish  Banks  are  now  subject  to  regulations 
imposed  by  two  Acts  passed  in  1845,  the  aim  of  which  was  much  the 
same  as  that  of  the  English  Act  of  the  preceding  year,  but  which  differed 
from  it  in  many  important  respects.  Banking  having  been  allowed  to 
develope  itself  more  freely  in  those  countries,  the  people  have  become 
more  thoroughly  accustomed  to  it,  and  the  commercial  classes  have  rallied 
round  the  banks  whenever  they  have  been  assailed,  and  have  extorted 
more  favourable  terms  for  them.  Although  the  same  principle  was 
introduced  into  these  Acts  that  the  issues  of  notes  not  backed  by  gold 
should  never  increase  beyond  what  it  had  been  in  1844,  the  details  were 
so  arranged  as  to  be  much  more  favourable  to  the  Banks  than  those  of 
the  English  Act.     In  the  latter  the  period  for  which  the  average 
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circulation  is  calculated  is  the  short  one  of  twelve  weeks,  and  any  bank 
which  allows  its  circulation  in  any  period  of  twelve  successive  weeks  to 
exceed  its  authorised  limit  is  subjected  to  a  fine.  In  Scotland  and 
Ireland  the  average  is  struck  over  a  whole  year,  so  that  the  banks  are 
able  to  obtain  the  fidl  benefit  of  the  expansions  to  which  the  currency  is 
liable  at  certain  seasons  of  the  year.  As,  moreover,  they  are  allowed  on 
increasing  their  reserve,  to  make  an  equal  increase  in  their  issues,  they 
are  never  obliged,  as  English  banks  have  sometimes  been,  to  ask 
neighbouring  banks  to  allow  them  to  pay  oflF  any  of  their  notes  which 
the  latter  may  have  in  hand.  Although  it  might  seem  that  by  requiring 
them  to  lock  up  an  equal  amount  of  gold  the  Government  prevents  them 
fi*om  profiting  by  an  increase  in  their  issues,  this  is  not  the  fact,  as  the 
notes  act  as  an  advertisement  of  the  bank  which  issues  them,  and  the 
power  of  increase  enables  the  banks  to  supply  the  wants  of  an  advancing 
country  without  compelling  the  people  to  resort  to  the  use  of  gold  coin. 
As  the  circulation  of  notes,  both  in  Scotland  and  Ireland,  attains  its 
maximum  about  November,  it  is  always  necessary  to  remit  a  large 
amount  of  gold  from  London  to  fill  up  the  reserves  of  the  banks  at  that 
time  of  the  year ;  and  this  withdrawal  has  a  perceptible  effect  on  the 
London  money  market,  and  is  one  reason  why  the  rate  of  discount  is 
usually  highest,  and  crises  usually  occur,  in  the  last  quarter  of  the  year. 
This  inconvenience  is  not  counterbalanced  by  any  benefit  to  the  holdere 
of  Scotch  and  Irish  notes,  for  the  gold  is  in  no  way  hypothecated  for 
their  payment,  and  when  a  bank  fails  the  note-holders  are  not  entitled 
to  any  precedence  over  other  creditors.  As  two  issuing  banks  arc 
allowed  to  amalgamate  without  forfeiting  any  portion  of  their  issues,  a 
great  obstacle  to  amalgamation  is  removed,  and  partly  from  this  cause, 
and  partly  from  failures,  the  number  of  issuing  banks  in  S^cotland  has 
been  diminished  from  24  to  11  since  the  Act  was  passed.  There  arc 
none  which  do  not  issue  notes,  and  these  11  had,  in  1872,  801  brmiches. 
The  experience  of  Ireland  has  been  somewhat  different,  for  the  six  bauks 
which  were  in  existence  in  1845  stfll  continue,  but  have  not  a  monopoly 
of  banking  as  they  have  of  issue,  there  being  six  others  which  do  not 
issue  notes.  Although  the  banking  systems  of  Scotland  and  Ireland  are 
comparatively  good,  and  although  a  new  bank  of  issue,  even  if  it  were 
permitted,  would  find  great  difficulty  in  obtaining  a  circulation  for  its 
notes,  I  see  no  reason  why  the  same  liberty  should  not  be  allowed  to 
bankers  as  to  other  classes  in  these  countries.  If  no  one  availed  himself 
of  the  permission  to  issue  notes,  no  harm  would  be  done,  which  is  more 
than  can  be  safely  asserted  of  the  present  system  of  prohibition. 


Digitized  by  VjOOQIC 


CHAPTEE  VII.— FOREIGN  TEADE. 

DOMESTIC    AJSTD    FORBIGK    TRADE— BXPOETS    AND    IMPOBT&— PORBIGN 

KXCHAKGB8— DTTBRNATIONAL  VALUE&— FOREIGN  COMPETITION— 

ADVANTAGE  OF  FOREIGN  TRADE. 

The  subject  of  foreign  trade  is  one  which  has  received  a  considerable 
share  of  attention  from  Economists,  but  is,  nevertheless,  one  respecting 
which  some  pernicious  errors  are  stfll  prevalent.  Although  the  general 
naotives  which  prompt  the  inhabitants  of  diiFerent  countries  to  exchange 
their  products  with  one  another  arc  the  same  as  those  which  induce 
fellow-citizens  to  do  so,  yet  there  is  a  difference  between  the  two  cases 
which  renders  it  convenient  to  treat  them  separately.  Within  the  limits 
of  a  small  country,  capital  and  labour  are  so  readily  transferred  &om 
place  to  place,  that  each  branch  of  industry  is  confined  to  the  district 
where  it  can  be  carried  on  with  the  most  advantage,  and  the  different 
districts  supply  their  wants  by  exchanging  what  they  can  best  produce 
for  themselves  with  what  can  be  produced  elsewhere  with  less  labour.  But 
it  has  been  observed  (book  8,  chap.  1),  that  these  are  not  the  only  condi- 
tions under  which  trade  can  be  carried  on,  and  it  may  be  profitably 
maintained  wiiere  one  party  is  superior  to  the  other  in  his  capacity  for 
producing  the  articles  which  he  buys,  as  well  as  those  which  he  sells.  The 
mere  knowledge  that  coal  can  be  procured  ^vith  less  labour  in  England 
than  in  Prance  would  not  be  sufficient  to  induce  the  French  colliers  to 
emigrate  en  masse,  although  a  similar  ground  would  be  sufficient  to 
make  English  miners  move  from  Staffordshire  to  Durham.  Capitalists, 
too,  although  frequently  willing  to  embark  in  foreign  undertakings, 
have  to  take  into  consideration  other  things  besides  the  amount  of  profit 
which  they  will  be  able  to  obtain.  This  difficulty  of  transferring  labour 
to  the  field  where  it  can  be  most  advantageously  employed,  is  a  new  con- 
dition which  makes  an  important  difference  between  foreign  and  domestic 
trade,  and  hence  a  special  theory  is  required  to  explain  the  former.  Com- 
merce is  often  carried  on  between  two  countries,  one  of  which  is  better 
adapted  than  the  other  for  producing  both  the  articles  which  it  exports, 
and  those  which  it  imports.  If  it  possessed  an  equal  advantage  in  both 
respects,  it^could  gain  nothing  by  importing  one  of  the  two  articles,  but 
if,  while  possessing  a  superiority  in  both  cases,  it  has  a  greater  advantage 
in  one  than  in  the  other,  it  will  gam  something  by  confining  itself  to  the 
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work  which  it  can  do  best,  just  as  individuals  of  superior  ability  find  it 
best  to  devote  themselves  to  the  business  in  which  their  ability  can  be 
turned  to  the  best  account.  An  American  Economist,  Mr.  Boweu, 
informs  us  that  Barbadoes  is  better  fitted  than  New  York  for  the  pro- 
duction of  breadstuffs,  as  well  as  for  that  of  sugar  and  spices,  and  that, 
nevertheless,  Barbadoes  imports  the  former  from  New  York,  and  pays 
for  them  by  exporting  the  latter.  The  mere  circumstance  that  both  of 
these  kinds  of  commodities  can  be  raised  with  less  labour  in  Barbadoes, 
does  not  induce  the  people  of  New  York  to  emigrate  to  that  island, 
though  if  it  were  a  fertile  district  in  the  State  of  New  York,  population 
would  be  attracted  to  it  at  the  expense  of  other  parts  of  the  State.  By 
confining  themflelves  to  that  branch  of  industry  in  which  they  possess 
the  most  decided  pre-eminence,  the  inhabitants  of  Barbadoes  are 
enabled  to  procure  breadstuffs  with  less  labour  than  if  they  produced 
them  at  home,  while  they  are  able  to  supply  sugar  to  the  people  of 
New  York  at  a  less  cost  than  the  latter  would  have  to  submit  to  if  they 
raised  it  for  themselves.  That  foreign  trade  might  be  carried  on  under 
such  conditions  was  first  distinctly  shown  by  Ricardo ;  and  Cairns,  who 
has  devoted  several  chapters  of  his  "  Leading  Principles  of  Political 
Economy  "  to  this  subject,  is  of  opinion  that  no  inconsiderable  portion 
of  the  commerce  of  the  world  is  carried  on  under  these  conditions.  While 
internal  trade  enables  each  class  of  the  community  to  satisfy  its  own 
wants  while  devoting  itself  to  the  best  mode  of  labour  which  the  circum- 
stances of  the  country  admit  of,  external  commerce  enables  people  to 
obtain  a  moderate  satisfaction  for  their  wants  without  submitting  to  the 
inconvenience  of  expatriating  themselves  in  order  to  repair  to  the  place 
where  their  labour  will  be  most  productive.  Of  course,  all  such  yxorda 
as  "external,"  "  foreign,"  and  "  international,"  fe.il  to  express  accurately 
the  distinction  which  is  important  in  an  Economic  point  of  view.  The 
thing  to  be  expressed  is,  that  every  industrial  community  is  circum- 
scribed within  more  or  less  elastic  limits,  outside  which  men  do  not  so 
easily  pass  in  search  of  profit  as  they  do  between  places  within  them ; 
and  these  limits  may  be  imposed  by  political  or  religious  divisions,  or 
they  may  be  the  result  of  distance  merely.  England  and  Australia  form 
part  of  one  State,  the  citizens  of  which  are  equally  entitled  to  their 
political  rights  in  whichever  part  they  may  settle ;  but  although  large 
numbers  of  Englishmen  have  settled  in  Australia,  and  large  amounts  of 
Australian  property  is  owned  by  Englishmen,  the  great  distance  which 
separates  the  two  countries  acts  as  an  effectual  bar  to  so  large  an  emi- 
gration aa  would  bring  wages  to  the  same  level  in  both  of  them ;  and 
Australia  still  exports  gold,  and  imports  other  things  which  could  be 
made  by  the  Australians  themselves  with  less  labour  than  is  bestowed  on 
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them  in  the  exporting  conntrieiGL  Although  the  territory  of  the  Bassian 
Empire  has  a  continaons  land  connection,  it  is  probable  that  its  farthest 
extremities  are  but  little  affected  by  what  takes  place  at  St.  Petersburgh, 
and  that  the  trade  between  the  capital  and  the  provinces  is  carried  on  in 
mach  the  same  way  as  between  two  independent  countries.  But,  as  a 
rale,  the  limits  between  the  internal  trade  of  a  country  and  that  which  it 
carries  on  with  other  communities  whose  industrial  systems  are  inde- 
pendent, are  marked  with  sufficient  accuracy  by  the  Custom  House 
barriers,  and  the  name  of  foreign  trade  may  be  without  any  great  impro- 
priety applied  to  that  of  which  the  particulars  are  given  in  the  statistical 
letoms  published  by  the  Government.  It  is  immaterial  whether  some 
of  the  countries  with  which  it  trades  are  colonies  which  have  not  yet 
renounced  their  allegiance  to  the  mother  country. 

The  exportation  of  commodities  from  one  country  to  another  is 
determined  by  the  prices  which  they  bear  in  the  respective  countries. 
If  the  difference  is  sufficient  to  cover  the  cost  of  carriage  it  will  be  the 
interest  of  merchants  to  buy  the  article  where  it  is  cheap,  and  to  seU  it 
where  it  is  dear.  It  does  not  matter  whether  the  article  is  of  greater 
Talne  in  the  exporting  than  in  the  importing  country,  provided  that  its 
price  is  lower,  for  the  difference  .of  price  is  all  that  is  needed  to  secure  a 
profit  to  the  merchant.  The  quantity  of  tea  which  is  worth  a  day's 
labour  in  China  may  be  worth  only  half  a  day's  labour  in  England, 
bat  as  the  value  of  sUver  is  also  greater  in  China,  the  English  can  afford 
to  Bend  out  silver  which  it  has  cost  them  little  labour  to  procure,  and 
can  obtain  tea  which  it  would  be  impossible  to  produce  for  themselves. 
Where  trade  is  free,  the  prices  of  commodities  which  will  bear 
transportation  cannot  long  continue  to  differ  by  more  than  the  cost  of 
conveying  them  from  the  one  country  to  the  other ;  but  their  values  may 
differ  as  much  in  different  countries  as  the  degrees  of  efficiency  to  which 
the  labourers  in  each  respectively  have  attained.  A  foreign  merchant 
need  only  order  a  quantity  of  commodities  in  a  country  where  they  are 
cheap,  transmit  the  necessary  sum  in  the  money  of  the  country,  and 
convey  them  to  his  own,  and  an  effect  will  at  once  be  produced  on  the 
price  in  one  of  the  two  countries  if  the  difference  between  them  is  such 
as  to  leave  him  a  large  profit  on  the  transaction.  A  number  of  merchants 
win  seize  the  opportunity  of  enriching  themselves  thus  afforded  them ; 
and  when  a  large  quantity  has  been  imported,  one  of  two  things  must 
happen.  Either  the  home  producers,  finding  that  they  receive  fewer 
orders,  will  be  obliged  to  reduce  their  prices,  or  cease  producing  ;  or  the 
foreign  producers,  finding  themselves  required  to  furnish  larger  quantities, 
win  raise  their  prices.  Whether  the  foreigners  monopolise  the  field,  or 
a  compromise  be  effected  by  settling  the  price  at  some  point  intermediate 
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between  the  two  at  which  it  formerly  ranged,  the  same  result  ib  attained. 
The  price  is  lower  in  the  exporting  than  in  the  importing  country,  and 
competition  will  prevent  the  difference  from  materially  exceeding  the 
cost  of  carriage.    The  smaller  the  cost  of  carriage  the  more  nearly  wiU 
the  prices  of  a  commodity  approximate  to  uniformity  in  eveiypart  of  the 
world,  and  perfection  is  most  nearly  attained  in  the  case  of  the  precious 
metals ;  the  price  of  silver,  measured  in  gold,  being,  as  nearly  as  possible, 
the  same  in  England,  Russia,  and  Japan.    Although  the  power  of 
transmitting  gold  and  silver  from  country  to  country  is  a  neoessaxy 
condition  of  the  establishment  of  equilibmm  between  the  prices  of  the 
same  commodity  in  different  places,  the  exercise  of  this  power  is,  as  far  as 
possible,  avoided,  and  merchants  use  every  effort  to  make  the  exports  of 
each  country  pay  for  its  imports  without  the  use  of  bullion.    If  the 
foreign  trade  of  each  country  consisted  entirely  of  exchanging  its  pro- 
ducts for  those  of  other  countries,  the  total  of  its  exports  would  be 
exactly  equal  in  price  to  the  total  of  its  imports ;  and,  if  it  were  occa- 
sionally necessary  to  remit  bullion  from  one  side,  an  equal  amount  would 
be  subsequently  returned ;  supposing,  that  is,  that  neither  country  pro- 
duces the  precious  metals.    We  thus  arrivie  at  the  principle  enunciated 
by  Ricardo,  that  the  tn£de  between  two  countries  is  practically  one  of 
barter,  and  that  if  they  do  not  themselves  prodace  gold,  they  exchanga 
the  same  amounts  on  the  same  terms  as  they  would  do  if  they  made  no 
use  of  gold.    It  is,  indeed,  self-evident,  that  a  country  which  does  not 
possess  mines  fh)m  which  gold  can  be  procured,  cannot  permanently 
export  it ;  and  this  consideration  might  suffice  to  show  that,  in  the  long 
run,  foreign  trade  comes  to  the  same  thing  as  barter.    Nor  is  it  difficult 
to  see  how  trade  adapts  itself  to  this  condition,  although  every  individual 
transaction  is  an  independent  one,  and  is  based  on  the  comparative 
prices  of  the  particular  CMnmodity..  Where  the  amounts  which  each 
country  has  to  pay  to  the  other  are  equal,  the  payments  are  effected  by 
means  of  bills  of  exchange ;  and  when  they  are  unequal,  it  is  only  the 
balance  which  need   be   transmitted  in  gold.    Such   a  transmission, 
by    diminishing    the    quantity  of  money    in   the    country,  tends  to 
reduce  the    general  level  of  prices,  since    the   value   of  the   whole 
quantity  of  money  in  a  country  is  equal  to  that  of  the  commodities 
for  which  it  is  exchanged.     Among   the  articles   which    thus  fall 
in  price  there  are  sure  to  be  some  which  are  fitted  for  exportation,  and 
a  fall  in  price  renders  it  more  profitable  to  export  them  than  it- bad 
formerly  been.    On  the  other  hand,  the  influx  of  gold  causes  a  general 
rise  of  prices  in  the  other  country,  and  thus  encourages  importation,  so 
that  from  both  sides  a  pressure  is  exerted  in  the  same  directiou,  caosiDg 
an  exportation  of  commodities  and  a  re-importation  of  gold  until  the 
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balance  is  restored.  It  is  not  often  that  a  general  Mi  of  prices  manifests 
itself,  and,  indeed,  it  only  happens  at  the  time  of  a  commercial  crisis ; 
bnt  it  is  quite  sufficient  that  the  prices  of  a  few  should  fall  in  order  to 
produce  the  required  effect.  These  may  be  articles  which  have  been 
reduced  in  price  through  some  improvement  in  the  method  of  produc- 
tion, or  they  may  be  selling  below  their  natural  price  in  consequence  of 
their  having  been  produced  in  quantities  too  large  for  the  home  market 
to  absorb  in  a  short  time.  If  the  fall  of  price  should  attract  public 
attention,  it  would,  no  doubt,  be  ascribed  in  each  instance  to  the  cir- 
cumstances of  the  particular  trade ;  but  although  such  an  explanation 
would  be  substantially  correct,  it  is  not  inconsistent  with  the  theory 
that  the  exportation  of  gold  must  bring  about  such  a  fall  of  prices  as 
will  increase  the  exportation  of  commodities.  The  mere  fact  that  an 
improvement  has  taken  place  in  production,  though  it  is  sufficient  to 
induce  foreigners  to  buy  a  larger  quantity  of  the  article,  does  not 
enable  them  to  expend  a  larger  sum  of  money  upon  it  unless  they  are 
also  provided  with  the  means  of  paying  for  it.  The  fact  that  more  money 
has  been  spent  on  foreign  commodities  compels  retrenchment  in  other 
directions,  and  thus  brings  about  that  indisposition  to  purchase  certain 
kinds  of  native  produce  which  the  persons  engaged  in  each  particular 
trade  would  think  sufficiently  accounted  for  by  saying  that  trade  was 
slack,  or  that  the  articles  were  not  in  demand.  It  is,  however,  through 
the  prices  of  interest-bearing  securities  that  the  effects  of  the  trans- 
miarion  of  gold  are  most  easily  seen  and  felt.  When  gold  is  withdrawn 
from  a  country,  its  loss  is  chiefly  felt  by  bankers  and  others  who  make 
it  their  business  to  lend  money.  Ite  loss  exposes  them  to  the  danger  of 
being  unable  to  produce  the  sums  which  they  have  bound  themselves 
to  pay  on  demand,  and  they  endeavour  to  protect  themselves  by  offering 
every  inducement  to  people  to  deposit  money  with  them,  and  by  discou* 
raging  borrowers  from  applying  for  fresh  loans.  In  order  to  do  this,  they 
raise  the  rate  of  interest,  both  on  what  they  borrow  and  on  what  they 
lend;  and  by  the  former  course,  they  hold  out  an  inducement  to 
f(»reigner8  to  send  gold  into  the  country,  or  to  let  it  remain  if  they 
already  possess  some  there.  By  raising  the  rate  of  discount  (or  the  rate 
at  which  bankers  lend),  they  produce  some  effect  on  the  prices  of  securi- 
ties, as  there  are  always  many  persons  who  have  been  enabled  to  borrow 
money  by  pledging  securities ;  and,  if  the  rate  of  interest  on  the  loan 
rises  higher  than  that  which  the  securities  bring  in,  it  soon  becomes 
necessary  to  sell  the  security  and  extinguish  the  debt.  Others  again 
desire,  for  a  similar  reason,  to  part  with  securities  in  order  to  obtain 
higher  interest  by  lending  out  the  money  which  they  can  obtain  by 
selling  them.    There  are  others  who  have  purchased  stocks  with  bor- 
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rowed  money,  and  whom  a  rise  in  the  rate  of  interest  prevents  fix>m  con- 
tinuing their  operations,. and  who  are  forced  to  sell  out  at  any  price. 
Bankers  themselves  always  hold  large  amounts  of  good  securities  for  the 
express  purpose  of  selling  them  whenever  they  require  a  supply  of  ready 
money^  and  such  is  always  the  case  when  large  amounts  of  gold  are  with- 
drawn for  exportation.  All  these  causes  combine  to  bring  an  unusual 
quantity  of  securities  into  the  market  for  sale,  and  the  natural  conse- 
quence is,  a  fall  in  their  price.  If  the  security  is  a  good  one,  purdwaen 
can  generally  be  found,  but  if  people  are  induced  to  buy  in  amounts,  and 
at  a  time  which  are  not  such  b&  they  would  themselves  have  chosen,  they 
must  indemnify  themselves  by  receiving  higher  interest,  which  is  efiected 
by  lowering  the  price  of  the  security  in  question.  At  the  present  time 
all  the  principal  stock  exchanges  of  the  world  are  connected  with  one 
another  by  telegraph,  and  any  considerable  fall  in  the  price  of  a  well- 
known  stock  is  sure  to  be  followed  by  large  orders  from  foreign  pur- 
chasers. There  is  less  risk  involved  in  the  purchase  of  a  stock  than  in 
that  of  a  commodity  whose  price  has  fallen,  for  the  money  invested  in  the 
former  does  not  lie  idle,  but  brings  in  interest  until  the  opportunity  of 
selling  arrives,  while  a  commodity  brings  in  nothing  until  it  is  sold,  and 
the  probable  variations  of  its  price  are  more  difficult  to  foresee  than  those 
of  a  stock.  Hence  it  is  usually  by  the  transfer  of  securities  that  the 
drain  of  gold  from  one  country  to  another  is  checked,  and  as  those  which 
are  sold  in  times  of  difficulty  are  subsequently  bought  back  at  higher 
.prices,  the  surplus  gold  soon  finds  its  way  back  to  the  countries  from 
which  it  came.  For  simplicity's  sake,  it  has  been  assumed  that  each 
country  only  trades  with  one  other  country,  but  the  essence  of  the  argu- 
ment is  unaffected  by  its  extension  to  many  countries  all  trading  with 
one  another.  A  country  which  has  no  gold  mines  cannot  permanently 
export  more  gold  than  it  imports,  but  England  may  continue  to  export 
more  gold  to  France  than  she  imports  from  France,  because  she  imports 
gold  from  Australia  without  exporting  any  in  return.  England,  in  short, 
may  act,  and  does  act,  as  an  agent  for  diffusing  gold  throughout  the 
world.  When  a  commercial  treaty  was  arranged  between  England  and 
France  at  the  same  time  as  the  Treaty  of  Utrecht,  it  was  rejected  by 
Parliament  on  the  ground  that  it  was  too  favourable  to  France  and  that 
England  lost  by  the  French  trade,  which  caused  it  to  export  a  large 
amount  of  silver  every  year.  If  the  fact  were  so  it  cannot  have  involved 
any  loss  of  silver  to  England,  which  simply  acted  as  the  channel  through 
which  silver  was  brought  from  India  to  France.  If  the  trade  between 
the  two  countries  had  been  entirely  stopped,  England  would  not  have 
retained  any  more  silver,  and  France  would  have  received  no  leas,  but 
would  simply  have  procured  it  direct  from  India^  or  through  some  other 
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channel  than  England.  Taking  into  aooonnt  the  whole  of  the  trade 
carried  on  between  one  country  and  the  rest  of  the  world,  we  see  that  it 
is  essentiallj  one  of  barter,  and  that  no  stream  of  gold  can  permanently 
flow  out  of  a  country  where  a  source  is  not  furnished  by  natural  mines. 
Where  a  country  does  possess  mines  capable  of  supplying  more  than  the 
quantity  of  gold  required  for  ite  own  coin  and  plate,  it  is  naturally  led 
to  produce  gold  for  exportation  to  other  countries  less  &T0urably  circum- 
stanced. Australia  and  Califomia  raise  gold  for  exportation,  just  aa 
China  raises  tea,  and  England  manufactures  cloth  for  the  foreign  market. 
Comparative  prices  serve  as  the  index  in  this  bs  in  other  cases  to  deter- 
mine when  and  where  it  is  profitable  to  export  gold.  As  gold  can  be 
raised  in  Australia  with  less  labour  than  in  England  or  Germany,  wages 
measured  in  gold  are  higher  in  the  former  country,  and,  consequenUy, 
higher  prices  are  paid  for  all  those  goods  which  require  the  same 
unount  of  labour  for  their  production  in  Australia  as  in  Europe.  It  thus 
becomes  profitable  for  Australia  to  import  goods  from  England,  Qermany, 
&c.,  and  in  order  to  pay  for  them  it  is  necessary  to  export  gold.  It  is  not 
necessary  for  AnstraUa  to  export  commodities  in  order  to  bring  back  the 
gold,  for  her  mines  afford  her  ample  means  of  replenishing  her  stock  of 
coin,  and  it  rarely,  if  ever,  happens  that  Australian  gold  is  returned  to 
the  country  whence  it  came.  The  same  cause  produces  a  tolerably  con- 
stant flow  of  gold  from  the  United  States  to  England,  but  in  this  case 
the  current  is  sometimes  turned  in  the  opposite  direction.  This,  however, 
only  occurs  in  exceptional  cases,  when  a  large  quantity  of  gold  is  suddenly 
required  in  New  York,  and  the  current  does  not  probably  continue  to 
flow  back  up  to  the  source  of  the  stream  in  Califomia.  The  greater 
distance  of  Australia  of  course  renders  it  more  difficult  for  England  to 
supply  any  temporary  deficiency  in  Sydney  or  Melbourne  than  in  New 
York.  The  flow  of  gold  from  the  countries  where  it  is  produced  to  the 
rest  of  the  world  is  constantly  tending  to  raise  prices  throughout  the 
world,  «nd  those  who  have  studied  the  subject  have  satisfied  themselves 
that  the  prices  of  the  principal  articles  of  commerce  have  materially 
risen  since  the  Califomian  discoveries.  Although  labour  is  more 
efficient  in  Califomia  and  Australia  than  in  Europe,  the  superiority  does 
not  seem  adequate  to  explain  the  whole  of  the  great  dijBTerence  between 
the  rates  of  wages  prevailing  in  those  divisions  of  the  world,  and  the 
former  countries  are  still  enjoying  the  advantage  of  possessing  abundant 
mines  which  have  not  yet  produced  their  full  effect  upon  the  value  of 
gold  throughout  the  world.  When  this  has  been  done  as  great  a  rise 
of  wages  will  have  taken  place  in  Europe  as  has  occurred  in  Australia 
since  1851,  and  the  possession  of  abundant  mines  will  not  confer  any 
extraordinary  advantage  on  Australia,  though  it  may  still  constitute  an 
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important  featore  in  her  indoBtrial  system.    As  it  is  not  necessary  tliat 
the  imports  and  exports  of  gold  should  exactly  balance  each  other 
between  two  particular  countries,  so  it  is  not  necessary  that  the  amonnts 
of  commodities  should  be  equal,  for  one  country  may  make  up  the 
balance  by  means  of  its  trade  with  a  third  country.    There  are  seTeral 
instances  of  what  has  been  called  a  triangular  commerce,  in  which  one 
country  pays  for  what  it  imports  from  a  second  by  exporting  goods  to  a 
third  which  exports  other  goods  to  the  second.    One  of  these  is  afforded 
by  the  trade  between  England,  the  United  States,  and  China.    The 
people  of  the  United  States  consume  large  quantities  of  tea,  which  they 
import  from  China,  but  they  do  not  pay  for  it  by  exporting  their  own 
products  to  China ;  they  find  it  to  be  most  convenient  to  all  {wrties 
concerned  to  export  their  com  and  cotton  to  England,  while  England,  in 
its  turn,  exports  to  China  enough  of  cloth  and  other  articles  to  pay  for 
its  own  imports  and  for  those  of  the  United  States  into  the  bargain. 
The  transaction  is  easily  effected  through  the  medium  of  bills  of  exchange. 
Those  Americans  who  export  produce  to  England  draw  bills  on  London 
for  the  amount,  and  these  bills  are  sold  to  the  Chinese  merchants  who 
have  imported  goods  from  England.    The  English  exporters,  on  the 
other  hand,  draw  bills  on  China,  which  are  bought  by  the  Americans, 
and  through  the  medium  of  bill-brokers  one  set  of  bills  is  made  to 
purchase  another  set,  and  the  transmission  of  bullion  is,  as  far  as  possible, 
avoided.    Germany,  England,  and  India,  form  another  trio  of  a  similar 
kind ;  the  exports  of  Germany  to  India  not  being  sufficient  to  pay  for 
its  imports,  and  the  balance  being  made  up  by  exports  to  England.    It 
is  still  lees  necessary  that  the  exports  and  imports  of  a  particular  port 
should  balance  each  other.    It  may  be  worth  while  to  mention  this, 
b3cans3  Mr.  Somers,  in  his  entertaining  work,  "  The  Southern  States 
since  the  War,''  seems  to  suppose  that  unless  this  happens  there  must  be 
some  artificial  influence  to  prevent  it.    A  great  portion  of  his  work  is 
occupied  with  complaints  of  the  pernicious  effects  of  the  protective  tariff 
maintained  in  the  United  States,  and  his  praiseworthy  sSeat  in  this 
direction  has  sometimes  led  him  to  ascribe  to  the  tariff  effects  for  w^hich 
it  cannot  fairly  be  held  responsible.     He  was  struck,  when  at  New 
Orleans,  by  the  fact  that  nearly  all  the  vessels  that  entered  the  port 
came  in  ballast,  the  exceptions  being  chiefly  vessels  bringing  iron  fiom 
Cardiff.    He  ascribe^  this  to  the  tariff,  which  he  supposes  prevents  the 
people  from  importing  foreign  goods  in  exchange  for  their  cotton  and 
sugar ;  but  a  little  consideration  is  enough  to  convince  us  that  the  facts 
do  not  warrant  such  an  inference.    Granting  that  the  people  of  the 
.  Southern  States  exported  nothing  for  which  they  were  not  to  receive  an 
equivalent,  it  does  not  follow  that  this  equivalent  must  be  brought  to 
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them  through  the  port  of  New  Orleans.  Thej  might  receive  their 
money's  worth  in  the  shape  of  clothes  and  furniture  from  the  manufac- 
turers of  the  norths  while  the  north  would  receive  its  payment  in  the 
shape  of  goods  imported  from  Europe,  and  paid  for  by  southern  exports. 
It  18  true  that  the  tariff  encourages  northern  at  the  expense  of  Euro- 
pean manufactures,  but  even  without  any  arti6cial  stimulus,  there  would 
still  be  a  considerable  inducement  to  buy  native  rather  than  foreign 
goods,,  and  save  the  cost  of  carriage.  Even  if  the  Southerners  did 
receive  all  their  payment  in  the  shape  of  goods  imported  through  New 
Orleans,  there  might  still  be  a  preponderance  of  ships  arriving  in  ballast, 
for  the  value  of  commodities  is  not  in  proportion  to  their  bulk,  and  two 
freights  of  equal  value  do  not  always  require  the  same  number  of  ships 
to  carry  them.  Had  Mr.  Somers  extended  his  observation  to  Cardiff, 
he  would  have  found  that  it  presented  a  similar  spectacle  of  numerous 
vessels  arriving  in  ballast,  the  exceptions  being  chiefly  those  bringing 
iron-ore  from  Bilbao,  and  this  might  suffice  to  convince  him  that  an 
artificial  interference  is  not  necessary  to  account  for  an  excess  of  exports 
over  imports  in  a  particular  port. 

At  the  time  when  Mr.  Somers  visited  the  United  States,  the  total 
imports  into  the  country  largely  exceeded  the  exports,  and  this  state  of 
things  had  continued  for  some  yeara  before,  and  lasted  for  two  years 
after  his  visit.  If  the  Southern  States  imported  less,  and  the  Northern 
States  more  than  they  exported,  the  difference  cannot  be  attributed  to 
the  tariff,  for  the  same  duties  are  levied  at  New  York  as  at  New  Orleans. 
To  what  cause  it  ought  to  be  attributed,  is  a  question  which  cannot  be 
answered  without  knowing  something  more, of  the  financial  position  of 
the  country  than  can  be  learnt  from  its  revenue  and  currency  laws. 
There  are  several  transactions  between  different  countries  besides  those 
of  simple  exchange,  to  effect  which  it  is  necessary  to  transmit  money,  or 
money's  worth,  from  one  side  to  the  other.  Owners  of  estates  in  one 
country  may  reside  in  another,  and  require  to  have  their  rents  trans- 
mitted to  them.  If  the  country  which  has  to  make  the  payment 
possesses  mines  of  gold  or  silver,  the  necessary  sum  may  be  sent  in  one 
of  these  metals ;  but  if  there  are  no  mines,  other  kinds  of  produce  must 
be  sent,  and,  at  all  events,  the  exports  of  the  country  must  (if  not  coun- 
terbalanced by  some  similar  payment  from  elsewhere)  exceed  its  imports, 
since  they  must  be  sufficient  to  pay  for  the  latter,  and  for  the  rents  into 
the  bai^ain.  Complaints  have  often  been  made  of  the  burden  imposed 
upon  Ireland  by  the  necessity  of  exporting  its  produce  to  pay  the  rents 
of  absentee,  landlords,  but  whatever  may  be  the  evils  of  absenteeism,  the 
mere  loss  of  commodities  which  this  exportation  occasions  is  no  greater 
than  must  be  endured  if  the  landlords  staid  at  home.    Wherever  they 
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liyedy  thej  would  require  servants  to  wait  on  them^  and  tradesmen  to 
provide  them  with  luxuries ;  and,  in  anj  case,  the  burden  of  supportiDg 
those  who  minister  to  their  wants  would  fall  on  the  Irish  tenants.  If  the 
landlords  lived  in  Ireland,  their  attendants  would  do  so  too,  and  the 
population  would  be  somewhat  increased ;  but,  as  their  consumption 
would  be  the  same,  the  produce  of  Irish  farms  would  be  quite  as  much 
lost  to  the  producers  as  if  it  were  exported.  At  the  present  daj  very 
large  sums  are  always  due  from  one  country  to  another  in  respect  of 
dividends  on  shares  in  various  undertakings  owned  by  persons  residing  in 
other  countries  than  those  where  .the  business  is  carried  on.  This  is 
particularly  the  case  between  colonies  and  their  mother  country;  a  colony 
holds  out  a  more  tempting  field  for  commercial  enterprise  than  a  foreign 
country  can  generally  do.  The  similarity  of  the  language,  of  the  laws, 
&Q.,  renders  it  more  easy  for  investors  to  imderstand  the  position  of  a 
company  which  is  to  carry  on  business  in  a  colony  subject  to  the  Ooveni- 
ment  of  the  investors'  country  than  that  of  a  foreign  company,  which  is 
always  regarded  with  suspicion  when  its  shares  are  offered  for  subscrip- 
tion out  of  its  own  country.  When  colonists  have  made  a  fortune,  they 
are  fond  of  returning  to  the  mother  country,  whose  superior  wealth  and 
civilization  usually  render  it  a  more  pleasant  residence  for  a  wealthy 
person  than  a  young  colony  can  be,  and  they  require  to  have  transmitted 
to  them  the  dividends  upon  such  of  their  colonial  investments  as  they 
think  it  worth  while  to  retain.  These  dividends  must  be  remitted  in  the 
produce  of  the  country  which  has  to  pay  them,  whether  this  consists  of 
the  precious  metals  or  of  other  commodities.  In  the  first  instance, 
when  the  loans  are  raised,  a  large  exportation  takes  place  in  one  direction, 
and  when  the  whole  has  been  subscribed,  the  stream  begins  to  flow  back, 
partly  on  account  of  the  payment  of  dividends,  and  partly  through  the 
re-purchase  of  the  stocks  on  the  part  of  the  country  which  first  contracted 
the  loan.  The  United  States,  at  the  time  above  referred  to,  were  in  the 
first  stage  of  such  an  operation.  As  has  been  fully  explained  by  Mr. 
D.  A.  Wells,  in  his  able  reports  to  the  United  States  Treasury,  the 
countiy  continued  to  borrow  large  sums  year  after  year  from  Eim)pe, 
partly  by  means  of  loans  to  the  Federal  Government  during  the  war,  and 
more  recently  by  loans  to  the  various  States  of  the  Union,  and  to  rail- 
way and  other  companies.  Snch  was  the  extent  of  these  loans,  that  the 
country  was  enabled  to  import  more  than  it  exported  to  the  average 
amount  of  a  milliard  of  francs  for  years  together.  Many  of  the  loans 
were  raised  for  the  purpose  of  constructing  railways,  and  the  proceeds  of 
the  subscriptions  were  doubtless  often  laid  out  in  the  purchase  of  rails  in 
England,  which,  of  course,  appeared  among  the  imports  of  the  United 
Stater.    Such  a  process,  though  it  may  continue  for  several  years^  cannot 
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go  on  indefinitely,  for,  as  was  pointed  out  by  Mill,  a  country  which  borrows 
an  equal  sum  every  year,  will  in  time  have  to  pay  more  on  account  of 
interest  than  it  receives  on  account  of  principal,  and  a  reaction  will  be 
naturally  produced.  If  the  average  rate  of  interest  on  the  loans  be 
6  per  cent.,  and  the  same  amount  be  borrowed  every  year,  the  amount 
due  for  interest  will,  at  the  end  of  seventeen  years,  exceed  the  annual 
loan,  and  the  excess  will  be  constantly  increasing  year  after  year.  This 
oonsummation  can  only  be  averted  by  continually  increasing  the  amount 
of  the  annual  borrowing,  but  a  nation  which  engages  in  such  a  course  is 
liable  to  encounter  a  rude  check  when  anything  occurs  to  shake  its 
credit  abroad.  Such  a  check  has  already  been  given  to  American  bor- 
rowing by  the  crises  of  1878,  and  the  returns  of  the  year  ending  June 
30,  1874,  shew  that  the  exports  exceeded  the  imports,  so  that  the  reac- 
tion has  already  set  in.  The  numerous  instances  of  defalcation  and 
repudiation  which  have  disgraced  so  many  companies  and  States  in  the 
American  Union  have  not  been  sufficient  to  shake  the  faith  of  European 
investors  in  the  general  soundness  of  American  securities  ;  but  industry 
was  so  much  disorganised  by  the  crises,  that  the  country  for  some  time 
afterwards  afforded  but  a  poor  field  for  financial  enterprise.  Every 
civilized  country  has  to  remit  and  receive  sums  of  more  or  less  magni- 
tude, on  account  of  the  expenditure  of  such  rich  citizens  as  travel 
abroad,  or  of  foreign  travellers  who  visit  it.  Where  the  travellers  who- 
leave  the  country  are  both  numerous  and  wealthy,  and  the  country  does 
not  o£fer  sufficient  attraction  to  induce  an  equal  number  of  foreigners  to 
visit  it,  there  must  be  an  excess  of  exports  in  order  to  provide  for  the 
expenditure  of  the  travellers  abroad.  Such  is  the  case  with  Russia, 
whose  wealthy  nobles  are  fond  of  residing  abroad,  and  who  draw  such 
large  sums  from  home  to  meet  their  expenditure  as  constitute  an  im- 
portant item  in  Bussian  trade.  They  pay  for  what  they  consume  by 
drawing  cheques  or  bills  on  Bussian  banks,  and  the  possession  of  these 
orders  enables  foreigners  to  obtain  Bussian  produce.  England,  in  like 
manner,  has  to  remit  the  produce  of  her  manufactories  in  order  to  pay  for 
the  expenditure  of  English  travellers  in  every  part  of  the  world.  They 
get  what  they  want  by  paying  in  coin  or  in  notes,  but  the  transaction 
does  not  end  here,  for  the  English  notes  are  sent  to  England,  and  enable 
foreigners  to  purchase  English  produce,  which  is  then  exported.  A 
country  like  Switzerland,  which  is  visited  every  season  by  a  crowd  of 
tourists  from  every  part  of  the  world,  is  able  to  import  foreign  commodi- 
ties without  exporting  anything  in  return.  Instead  of  the  Swiss  sending 
their  produce  abroad,  foreigners  come  to  consume  it  in  Switzerland 
itself,  the  only  difference  being  that  the  cost  of  carriage  is  reduced  to 
one-half  of  what  it  would  otherwise  be. 


Digitized  by  VjOOQIC 


S98 


EXPORTS  AKD  IICFOBTS. 


England  affords  an  example  of  a  country  which  is  reaping  the  frnifc  of 
large  investments  in  foreign  countries,  and  which  is  able  to  import  more 
on  account  of  dividends  than  it  exports  on  account  of  principal.  By 
merely  continuing  to  lend  equal,  or  nearly  equal  amounts  every  year,  a 
country,  at  length,  arrives  at  a  period  when  the  dividoads  on  the  old 
loans  overbalance  the  principal  of  the  new  loans,  and  this  point  once 
reached,  the  excess  of  the  return  over  the  outlay  is  pretty  sure  to  con- 
tinue increasing.  The  returns  of  English  imports  and  exports  for  the 
twelve  yeara,  1860-71,  reduced  to  milliards  of  francs,  are  given  in  the 
following  table :— 


Years. 

Imports. 

Exports. 

Years. 

Imports. 

Exports. 

1S60 

6.2 

4.1 

1866 

7.3 

6.9 

1861 

6.4 

4.0 

1867 

6.8 

6.6 

1862 

6.6 

4.1 

1868 

7.3 

5.7 

1863 

6.2 

"4.9 

1869 

7.3 

6.9 

1864 

6.8 

6.3 

1870 

7.5 

6.1 

1865 

6.7' 

5.4 

1871 

8.2 

7.0 

Thus  it  will  be  seen  that  in  every  year  included  in  the  series,  the 
imports  exceeded  the  exports  by  more  than  a  milUard.  If  the  whole  of 
the  imports  must  be  paid  for  by  exports  it  would  have  been  necessary  to 
export  gold  and  silver  every  year  to  the  extent  of  more  than  a  milliard, 
and  as  our  gold  and  silver  cun'ency  does  not  much  exceed  two  and  a  half 
milliards,  two  years  would  have  been  sufficient  to  drain  the  country  of 
its  coin.  Yet  the  returns  of  the  bullion  trade  during  the  sa.me  period 
show  in  every  year  a  preponderance  of  imports  over  exports.  This  excess 
of  imports  is  easily  accounted  for  on  the  supposition  that  the  debts 
omng  by  foreigners  in  England  are  much  larger  than  those  owing  by 
Englishmen  abroad,  but  the  statistics  are  not  in  themselves  sufficient  to 
decide  whether  it  is  due  to  loans  subscribed  abroad  for  the  benefit  of 
England,  or  to  dividends  due  to  Englishmen  for  loans  made  to  foreigners. 
When  Mr.  Gregg  complained  of  the  loss  England  suffered  tfirough  her 
large  investments  in  foreign  stocks  and  shares,  Mr.  Grant  Duff  replied 
that  it  was  counterbalanced  by  the  investments  of  foreigners  in  English 
stocks.  No  doubt  there  is  a  large  amount  of  Consols  and  other  English 
securities  constantly  held  by  foreigners,  as  is  shewn  by  the  amount  of 
personalty  sworn  to  in  the  Court  of  Probate,  which  is  disposed  of  under 
foreign  Wills ;  but  Mr.  Grant  Duff  hazards  a  bold  statement  when  he 
supposes  that  this  amount  is  equal  to  that  of  foreign  securities  held  in 
England.  If  any  large  amount  of  a  stock  is  held  in  a  foreign  countryi 
it  is  sure  to  be  quoted  on  the  Bourse ;.  and  our  own  official  list  famishes 
ample  evidence  of  the  multifarious  foreign  investments  which  are  patron- 
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ised  by  EngUali  capitalists,  but  Mr.  Grant  Duff  is  probably  not  prepared 
to  maintain  that  the  shares  of  English  companies  are  as  frequently  qaoted 
on  foreign  Bourses  as  those  of  foreign  companies  on  the  London  Stock 
Exchange.  When  a  foreign  Government  or  company  raises  a  loan, 
London  is  oommonly  one  of  the  places  at  which  tenders  are  received,  and 
though  there  is  nothing  to  prevent  foreigners  from  sending  orders  and 
subBcriptions  to  London,  it  wotQd  not  be  singled  out  for  the  purpose 
unless  it  had  been  found  that  a  great  part  of  the  subscriptions  came  from 
England.  In  the  case  of  the  United  States,  the  excess  of  imports  has 
been  accounted  for  by  a  continued  supply  of  fresh  loans,  but  in  that  case 
it  is  notorious  that  American  railways  have  been  built  at  English  expense, 
and  that  enormous  amounts  of  railway  mortgage  bonds  are  held  in  Eng- 
land and  Germany.  In  the  case  of  England,  we  do  not  see  either  the 
Government  or  private  companies  offering  loans  for  subscription  in 
foreign  markets,  but  we  do  see  English  subscriptions  invited  for  loans 
to  every  civilized  government,  and  we  see  companies  formed  in  Eng- 
land for  supplying  other  countries  with  banks,  railways,  gas,  water, 
and,  indeed,  almost  everything  which  they  can  be  supposed  to  require. 
We  see  wealthy  colonists  retaining  their  estates  while  residing  in  Eng- 
land, and  we  see  advertisements  in  English  papers  offering  foreign  estates 
for  sale,  as  if  foreigners  expected  that  English  purchasers  would  keep  up 
the  price  by  their  competition.  Under  these  circumstances,  we  may  be 
justified  in  coucluding  that  more  property  is  held  by  Englishmen  abroad 
than  by  foreigners  in  England,  and  in  thus  accounting  for  the  excess  of 
English  imports.  The  natural  effect  of  this  excess  is,  that  more  biUs 
are  drawn  by  foreigners  on  England  than  by  Englishmen  on  foreign 
countries,  a  fact  which  has  been  noticed  by  Mr.  Palgrave  in  his  paper 
referred  to  in  the  last  chapter. 

The  trade  between  Australia  and  England  illustrates  the  position  of  a 
tributary  country  which  has  to  export  more  than  it  imports,  in  order  to 
pay  the  rents  and  dividends  due  to  pereons  residing  in  another  country. 
The  following  table  shows  the  imports  into  the  United  Kingdom  from 
Australia,  and  the  exports  to  the  same  quarter  during  the  five  years 
1868-72,  expressed  in  millions  of  francs : — 


Veara. 

Imports. 

Exports. 

1868 

476 

825 

1869 

500 

350 

1870 

500 

250 

1871 

526 

276 

1872 

526 

376 

Among  the  imports  are  included  the  gold  and  silver,  which  always 
amounted  to  somewhat  over  160,000,000f.,  and  was  thus  always  absorbed 
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in  paying  the  excess  over  and  above  the  exports.  Mr.  Cork,  who  has 
discussed  the  subject  in  a  paper  on  ''The  Statistics  of  Australasian 
Banking,"  considers  that  a  sum  fully  equal  to  this  excess  is  annually 
due  to  proprietors  residing  in  England.  He  estimates  that  75^000^000f. 
are  due  to  absentee  landlords^  and  100,000^000f.  to  persons  who  have 
invested  in  Government  loans  and  in  companies  of  various  kinds.*  It 
may  be  expected  that^  as  time  goes  on,  the  balance  will  be  redressed,  as 
may  be  done  in  various  ways.  The  landlords  may  come  to  reside  on 
their  estates,  or  may  sell  them  to  others  who  will  do  so.  The  Govern- 
ments of  the  colonies  may  gradually  redeem  their  loans,  and  the 
colonists  may  buy  up  the  shares  of  the  successful  companies;  and 
though,  while  the  process  is  going  on,  the  balance  will  be  turned  against 
Australia  even  more  than  it  is  at  present,  the  ultimate  effect  will  be  to 
produce  equilibrium.  The  payment  of  the  war  indemnity  by  France  to 
Germany  illustrated  the  effects  of  an  artificial  importation.  So  large 
a  sum  as  five  milliards  was  not,  and  could  not  be  imported  into 
Germany  in  the  shape  of  gold,  but  Germany  was  enabled  to  obtain 
without  cost  a  large  stock  of  gold  for  its  new  coinage,  and  the  sudden 
addition  to  the  purchasing  power  of  the  people  produced  a  marked  rise 
in  the  prices  of  many  commodities,  which  encouraged  importation  irom 
France  and  elsewhere.  The  rise  of  prices  did  not  neutralise  the  advan- 
tages of  the  indemnity,  but  enabled  the  Germans  to  obtain  the 
advantage  which  consisted  in  obtaining  an  increased  quantity  of  com- 
modities. The  illustrations  which  have  now  been  given  are  sufficient  to 
show  that  we  cannot  accept  without  qualification  the  statement  that  the 
exports  of  a  country  pay  for  its  imports,  and  that  the  correct  account  is 
that  they  discharge  all  its  liabilities,  whether  these  are  created  by 
exchange  transactions  or  by  other  causes. 

Although  the  merchants  engaged  in  foreign  trade  make  every  effort 
to  escape  the  necessity  of  transmitting  the  precious  metals  in  order  to 
pay  for  the  commodities  which  they  import,  it  is  quite  impossible  for 
them  to  avoid  it  altogether  ;  and  there  is  no  time  at  which  some  ships 
are  not  engaged  in  transporting  gold  and  silver  from  one  country  to 
another.  This  is,  of  course,  necessary  between  the  countries  which 
possess  mines  and  those  which  do  not,  but,  apart  from  this,  it  is 
constantly  necessary  to  transmit  specie  or  bullion,  in  order  to  adjust  the 
balance  of  transactions  between  countries,  none  of  which  possess  mines 
of  their  ot^ti.  Every  transaction  in  commerce  is  an  independent  one, 
and  there  is  no  reason  why  the  purchase  of  French  goods  by  an 
Englishman  should  be  immediately  counterbalanced  by  an  equivalent 
purchase  of  English  goods  by  a  Frenchman.    When  this  is  not  the  case, 

*  Journal  of  the  Btatisiicid  Society,  Wit   Pi  o9. 
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the  debt  inctured  through  the  importotion  of  the  French  goodeiy  must 
be  liqoidated  bj  sending  gold  to  France^  and,  in  the  langoage  of 
oommeroe,  the  exchange  is  said  to  be  against,-  or  nnfavourable  to, 
England.     These  expressions  come  down  from  the  time  when  it  was 
generally  belieyed  that  the  object  of  commerce  was  to  bring  gold  and 
silver  into  a  conntrj,  and  that  a  country  lost  by  a  trade  which  compelled 
it  to  export  these  metals.    Although  this  notion  is  now  almost  extinct, 
the  phrases  to  which  it  gave  rise  have  been  too  much  hallowed  by  time, 
and  are  too  convenient  to  be  abandoned  ;  and,  in  fact,  an  unfavourable 
state  of  the  exchange  is  prejudicial  to  the  numerous  class  who  are 
engaged  in  lending  and  borrowing  money,  and  is  usually  one  of  the 
causes  which  bring  on  a  commercial  crisis.     When  the  balance  of 
payments  is  turned  against  a  particular  country,  the  fact  soon  makes 
itself  known  by  a  rise  in  the  price  of  foreign  bills.    If  the  exports  of  a 
countiy  are  just  sufficient  to  meet  all  its  liabilities,  those  who  have  to 
make  payments  abroad  can  best  do  so  by  purchasing  the  bills  drawn 
against  these  exports  and  sending  them  abroad,  while  the  foreigners 
who  have  payments  to  make  in  the  country  buy  up  the  bills  drawn  upon 
it,  and  the  two  sets  of  bills  balance  each  other.    When  the  amount  of 
foreign  bilb  offered  for  sale  is  just  equal  to  the  amount  required  by  those 
who  have  to  make  payments  abroad,  the  bills  will  be  sold  at  par,  t.e.,  a 
bill  for  a  thousand  francs  wiU  fetch  a  thousand  francs,  or  very  nearly 
that  sum.    But  if  the  amount  required  is  larger  than  that  of  the  bills 
offered,  the  wants  of  all  the  intending  purchasers  cannot  be  satisfied 
without  the  transmission  of  gold  or  silver,  as  the  case  may  be.    They 
may,  and  probably  wiU,  be  able  to  purchase  the  frill  amount  of  bills 
which  they  require,  but  some  of  these  will  be  created  for  the  purpose  by 
dealers  who  make  it  their  business  to  sell  bills  on  their  foreign  corres- 
pondents, and  to  send  over  bullion  to  enable  their  correspondents  to 
meet  the  bills  when  they  become  due.    In  order  that  it  may  be  worth 
the  dealer's  whUe  to  create  such  bills,  he  must  derive  sufficient  profit 
from  the  transaction  to  cover  the  expenses  of  the  conveyance  of  the 
bullion  of  the  insurance  against  such  possible  loss,  and  to  leave  him 
something  over  for  the  use  of  his  money  in  this  particular  business.    To 
obtain  this  he  must  sell  his  bills  for  something  more  than  their  nominal 
amount,  e.g.,  may  charge  a  thousand  and  five  francs  for  the  bill  for  one 
thousand  francs.    The  other  holders  of  bills,  of  course,  wish  to  sell  their 
wares  at  the  highest  price,  and  therefore  demand  the  same  as  the 
dealers  who  have  actually  incurred  the  expense  of  transmitting  bullion, 
although  in  their  case  no  such  outlay  is  necessary.    It  then  becomes 
known  that  bills  on  a  particular  country  are  selling  at  a  premium,  and 
those  who  study  the  cost  of  the  exchanges,  can  tell,  from  the  amount  of 
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the  premium,  whether  it  is  profitable  to  export  bullion,  and  if  they  find 
that  it  is,  some  of  them  will  do  so  in  order  to  be  able  to  draw  bilb 
against  it,  and  sell  them  at  a  profit.  The  principal  caofie  of  the  oonstant 
finctuations  in  the  ra^  of  exchange  between  different  coontries  is  the 
cost  of  transmitting  bullion,  but  there  are  various  other  circumBtanceB 
to  be  takei^  into  account  by  those  who  wish  to  understand  every  variatioii 
as  a  matter  of  theoretic  or  practical  interest.  A  very  clear  account  of 
the  general  principles  involved  has  been  given  in  a  work  on  ^^  Foreign 
Exchanges,''  published  in  1862,  by  Mr.  Goschen,  who  has  since  become 
so  weU-known  as  a  statesman.  An  elaborate  account  of  the  technical 
details  of  the  system  has  been  given  by  Mr.  Seyd  iu  his  ^^  Bullion  and 
Foreign  Exchanges,''  which  contains  all  the  information  which  can  be 
imparted  by  one  who  is  &miliar  with  its  practical  working.  These  two 
works  combined  will  enable  any  reader  to  understand  as  much  of  the  sub- 
ject as  is  needed  for  the  comprehension  of  the  general  principles  involved. 
The  motive  which  prompts  men's  actions  here,  as  in  other  departmenta 
of  industry,  is  the  desire  to  obtain  wealth  with  the  smallest  possible 
labour.  The  object  of  those  who  buy  and  sell  bills  is  to  avoid  when 
possible  the  expense  of  transmitting  bullion,  and  where  this  cannot  be 
done,  to  reduce  to  a  minimum  the  expenses  which  must  be  incurred 
before  the  gold  taken  from  one  country  can  be  used  to  discharge  debts 
in  another.  Where  a  great  distance  separates  two  countries,  the  length 
of  time  which  must  elapse  between  the  drawing  and  the  payment  of  a  bill 
becomes  an  important  item  to  be  taken  into  account  in  fixing  its  price. 
An  order  to  pay  one  thousand  firancs  six  months  hence  will  not  exchange 
for  a  thousand  francs  in  ready  money,  but  for  as  much  less  as  corresponds 
to  the  interest  which  the  purchaser  might  obtain  if  he  employed  his 
money  for  six  months  in  some  other  way.  The  amount  of  this  difference, 
or  discount,  varies,  of  course,  with  the  rato  of  interest  prevailing  at  the 
time  and  place  where  the  bill  is  purchased,  and  attains  its  maximum  at 
the  time  of  a  conmiercial  crisis.  During  the  American  crisis  of  1873, 
bills  on  London  were  sold  at  as  low  a  rate  as  &  per  cent  discount, 
although  at  other  times  the  rate  seldom  reaches  a  higher  figure  than 
1  per  cent.,  and  this  was  not  on  account  of  any  increase  in  the  difficulty 
of  transporting  gold  across  the  Atlantic,  but  because  every  one  who  was 
in  possession  of  ready  money  wished  either  to  keep  it  himsdf  or  to  lend  it 
out  at  the  high  rates  of  interest  then  prevailing.  Except  at  such  times 
the  variations  in  the  rates  of  exchange  are  confined  within  very  narrow 
limits,  but  the  rate  of  interest  must  always  be  taken  into  account  unless 
the  countries  are  very  near  together,  and  the  bills  are  drawn  for  very 
short  periods.  Leaving  the  rate  of  interest  out  of  the  account,  we  see 
that  the  discount  cannot  long  exceed  what  corresponds  to  the  cost  of 
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ocmmjing  the  predoos  metaLs  firom  one  oonntrir  to  the  oth^.  If  the 
ezpenae  of  freight  and  insoiance  be  one-half  per  oent.,  no  one  who  has 
a  bill  for  l^OOO  francs  will  take  lees  for  it  than  995  francB,  for  it  would 
be  dieaper  for  him  to  get  his  bill  paid  in  gold  and  bring  it  to  his  own 
oonntry.  On  the  other  hand,  no  one  would  give  more  than  1,006  franos 
for  it,  becaose  it  would  be  cheaper  for  him  to  send  gold  over  to  the 
plaoe  where  he  wishes  to  make  a  payment.  Between  these  two  points  any 
rate  may  be  fixed  by  mutual  competition,  and  as  long  as  it  keeps  within 
these  limits  no  gold  will  be  sent  either  way.  The  subject  is  somewhat 
complicated  by  the  &ot  that  different  nations  use  coins  of  different 
weights  and  sizes,  and  do  not  accept  foreign  coins  in  payment  of  debts, 
or,  at  least,  not  so  readily  as  their  own  coin.  If  a  banker  has  to  transmit 
money  from  Australia  to  England,  he  can  do  so  in  the  coin  of  his  own 
couniay,  because  this  circulates  in  both  countries  alike;  but  if  he  has  to 
send  it  from  England  to  France,  English  coins  will  not  be  found  so 
suitable  for  the  pnipose,  for  they  are  not  legal  tender  in  France,  and 
are  not  of  such  sizes  as  to  correspond  easily  with  any  given  amount 
expressed  in  French  coin.  The  amount  of  gold  contained  in  a  sovereign 
IB  equal  to  that  in  25  francs  22  centimes,  which  is  an  inconvenient 
proportion  to  calculate,  and  the  sovereigns  which  are  spent  in  France  by 
English  travellers  are  usually  received  as  equivalent  to  no  more  than 
25  francs.  When  a  large  remittance  is  to  be  made,  this  slight  dififorenoe 
is  worth  taking  into  account,  and  the  rate  of  exchange  between  England 
and  France  very  seldom  &l]s  so  low  as  25  francs  to  the  sovereign.  As 
the  expense  of  conveyance  is  about  one-half  per  cent,  it  should  never 
fall  below  25fl  10c.,  or  rise  above  25f.  84c.,  and  in  &ct  gold  is  sent 
when  the  rate  falls  to  25f.  18o.  It  is  usually  sent  in  the  form  of  gold 
bars,  which  are  either  taken  to  the  Paris  Mint  to  be  coined,  or  are  deposi- 
ted in  the  Bank  of  France  as  a  security  for  advances,  or  are  sold  to  the 
Bank  at  the  same  price  as  that  whidi  the  Mint  would  give  for  them. 
The  Paris  Mint  charges  a  seigniorage  of  6f.  70c.  per  kilogramme,  and 
the  Bank  of  France,  of  course,  makes  an  equal  charge.  Asakilogramme 
is  coined  into  S^lOOf.  this  deduction  is  equal  to  a  charge  of  about  one- 
fifth  per  cent.,  which  is  lost  by  the  person  who  sends  ingots  to  pay  a 
debt  in  Paris.  This  loss  is  to  some  extent  counterbalanced  by  the  greater 
conv^ienoe  of  ingots,  which  take  up  less  room,  and  can  be  packed  with 
less  trouble  than  coin.  For  many  years  the  Bank  of  England  has  been 
accustomed  to  buy  French  coin  as  well  as  that  of  two  or  three  other 
foreign  countries,  and  to  sell  it  agam  to  persons  who  desire  to  make 
payments  abroad,  and  thus  the  inconvenience  occasioned  by  the  difference 
of  coinage  has  bcm,  as  fiur  as  possible,  minimised;  but  as  the  Bank  must 
make  a  profit  by  the  transaction,  the  price  at  which  it  buys  the  coin  is 
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rattier  less  than  what  would  oorrespond  to  their  weight  in  English  coin, 
and  some  Iobb  is  occasioned  to  the  importer.  As  the  imports  of  one 
country  fix)m  another  may  be  paid  for  by  exports  to  a  third,  so  an  on- 
fiivonrable  exchange  between  England  and  France  may  be  corrected  by 
calling  in  the  aid  of  the  bills  passing  between  these  two  countries  and 
Holland.  There  are  dealers  who  make  it  their  business  to  stady  the 
rates  of  exchange  prevailing  between  foreign  countries,  as  well  as  those 
between  their  own  and  foreign  countries.  If  they  find  that  they  can 
effect  payment  in  France  more  cheaply  by  buying  a  Dutch  bill  on 
France  than  by  remitting  gold  flrom  England  to  France,  they  wiU 
proceed  to  buy  such  bills,  which  will  have  the  effect  of  increasing  the 
price  of  bills  on  Holland,  and  lowering  that  of  bills  on  France,  and  thus 
restoring  equilibrium.  As  each  country  has  a  coinage  of  its  own,  it  is  a 
matter  of  some  difficulty  to  ascertain  this  point,  but  the  calculations  are 
not  too  complicated  to  be  performed  by  experts,  and  the  ease  with  which 
it  can  be  done  is  a  measure  of  their  powers  of  making  a  fortune. 
Where  two  countries  have  not  only  a  different  system  of  coinage  but  a 
different  standard  of  value,  the  limits  of  variation  are  very  much 
extended,  for  they  must  include  not  only  the  cost  of  conveying  gold  or 
silver  but  the  fluctuations  in  the  proportion  between  the  values  of  these 
two  metals.  A  few  years  ago  the  proportion  was  15^  to  1,  but  the 
demonitisation  of  silver  by  the  German  Government  raised  it  to  about 
16  to  1,  and  the  effects  of  the  change  were  at  once  seen  in  the  lower 
prices  which  were  paid  in  London  for  the  Mexican  dollar  and  Indian 
rupee.  As  an  unfavourable  balance  of  trade  tends  to  correct  itself  by 
giving  rise  to  an  exportation  of  commodities  and  an  importation  of 
bullion,  so  an  un&vourable  state  of  the  exchanges  is  gradually  corrected 
by  the  operation  of  the  same  cause.  Merchants  are  guided  in  their 
dealings  by  a  comparison  of  the  prices  ruling  in  the  home  and  foreign 
markets,  and  have  to  consider  whether  the  difference  is  great  enough  to 
cover  all  the  expenses  which  must  be  incurred  when  goods  are  sent  fi!om 
one  country  to  another.  The  price  at  which  an  exporter  can  sell  the 
bills  which  he  draws  on  his  foreign  correspondent  is  one  of  the  items 
which  he  must  take  into  account  in  calculating  the  profit  to  be  derived 
from  the  transaction.  If  the  exchange  is  at  25f.  lOc.  to  the  pound,  he 
can  sell  his  bills  on  more  favourable  terms  than  if  he  can  only  get  £1  for 
every  25f.  80c.,  and  this  difference,  sUght  as  it  is,  may  make  all  the 
difference  between  making  a  profit  and  incurring  a  loss.  Hence,  when 
the  exchange  fidls,  it  becomes  worth  while  for  English  merchants  to 
export  goods  to  France,  which  they  could  not  do  at  other  times,  and  to 
draw  bills  on  their  correspondents  for  the  amount.  These  bills  being 
sold  in  England,  supply  the  wants  of  those  who  have  imported  goods 
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fix>m  France,  and  thus  the  excess  of  importation  naturally  brings  about 
a  ooonterbalancing  increase  of  exportation. 

Mill  has  devoted  an  essay  to  the  discussion  of  the  question  what 
determines  the  values  of  the  conmiodities  which  are  the  subjects  of 
foreign  trade.    Articles  produced  in  the  same  country  exchange  for  one 
another  in  proportion  to  their  cost,  i.e.,  the  labour  and  abstinence  under- 
gone in  producing  them;  but  this  rule  does  not  apply  to  articles  produced 
in  different  countries.    As  labour  and  capital  do  not  move  so  readily 
from  one  country  to  another  aa  from  one  part  of  the  same  country 
to  another,  competition  has  not  the  same  power  of  bringing  wages  to 
the  same  level ;  and  though  it  can  effect  a  tolerable  equalisation  of 
prices,  yet,  as  different  rates  of  wages  prevail  in  different  countries,  the 
same  price  represents  different  costs  of  production.    The  principle,  how- 
ever, which  governs  the  case,  is  the  same  as  that  which  applies  to  the 
products  of  d[fferent  classes  of  labourers  within  the  same  country.    An 
article  which  a  farm  labourer  has  produced  in  a  day  does  not  exchange 
for  one  which  a  watchmaker  has  spent  an  equal  time  in  producing, 
because  the  latter  is  a  more  skilful  operative,  and  the  remuneration  of 
labour  depends  upon  its  efficiency  as  well  as  on  its  irksomeness.    In 
the  same  way,  a  country  in  which  labour  is  highly  efficient  is  able  to 
procure  commodities  frt)m  other  countries  whose  labour  is  less  efficient 
on  more  favourable  terms  than  the  producing  countries  themselves. 
The  rate  of  wages  paid  to  farm  labourers  in  the  United  States  is  about 
twice  as  high  as  that  which  rules  in  England,  but,  unless  the  cost  of 
carriage  rises  as  high  as  100  per  cent.,  English  commodities  are  sold  in 
the  United  States  for  less  than  double  the  prices  which  they  fetch  at 
home.    Using  the  term  "value"  in  the  sense  given  to  it  in  Book  II, 
Chap.  I,  the  value  of  English  commodities  is,  in  many  cases,  lower  in 
the  United  States  than  '^it  is  in  England  ;  and  the  explanation  is,  that 
labour  is  more  efficient  in  the  United  States.    To  the  question  what 
determines  the  value  of  a  foreign  commodity,  it  may  be  answered  that  it 
depends  on  three  things :  its  cost  of  production,  the  difference  between 
the  efficiency  of  labour  in  the  two  countries,  and  the  cost  of  carriage. 
If  the  last  could  be  left  out  of  the  account,  the  value  of  English  com- 
modities in  the  United  States  would  be  just  half  what  it  is  in  England;  or, 
in  other  words,  the  value  of  each  would  be  about  equivalent  to  half 
as  many  days'  laboiur  as  had  been  needed  to  produce  it.    Such  is  the 
explanationf  umished  by  the  theory  of  value  and  wages  set  forth  in  the 
Second  Book,  and  seems  to  be  all  that  is  required  to  render  the  general  prin- 
ciple intelligible.   Mill  used  "  value ''  in  the  sense  of  ratio  of  exchange,  and 
the  problem  which  he  set  himself  to  solve  was,  accordingly.  What  is  the 
ratio  in  which  conmiodities  would  exchange  when  they  are  produced  in  one 
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conntry  and  consamed  in  another  ?  Seeing  that  ooet  of  prodaction  was 
not  sufficient  to  aooonnt  for  the  rates  which  might  be  established,  he 
sought  for  a  fuller  explanation  in  the  principles  of  demand  and  supply. 
He  framed  imagmarj  cases^  and  followed  them  out  through  considerable 
ramifications,  and  his  explanation  has  been  praised  bj  Gherbdiez  and 
Oaimes  as  an  important  addition  to  the  science.  But,  with- all  respect  for 
his  memory  and  for  the  eminent  men  who  have  endorsed  his  theory,  I 
must  submit  that  he  has  not  really  explained  the  subject,  but  has  merely 
re-stated  the  problem  in  a  difiEerent  way.  In  Book  III.,  Chapter  xviii. 
of  his  well-known  work,  he  has  gone  over  the  ground  yery  carefully,  and 
has  illustrated  his  arguments  at  great  length;  but,  after  all,  he  sums  up  by 
telling  us,  '^  The  law  which  we  have  now  illustrated  may  be  appropriately 
named  the  Equation  of  International  Demand.  It  may  be  concisely 
stated  as  follows :  the  produce  of  a  country  exchanges  for  the  produce 
of  Other  countries  at  such  values  as  are  required,  in  order  that  the  whole 
of  her  exports  may  exactly  pay  for  the  whole  of  her  imports."  (Sec.  4.) 
But  in  the  case  which  MiU  was  considering,  it  was  assumed  that  the  two 
countries  concerned  had  no  transactions  with  one  another  except  those  of 
simple  exchange,  and  as  in  such  a  case  the  exports  and  imports  must  be 
equal,  the  law  which  he  enunciated  amounts  to  the  statement  that  the 
ratio  of  exchange  is  such  that  the  exports  pay  for  the  imports.  But  the 
tact  that  the  exports  pay  for  the  imports  implies  that  the  two  exchange 
for  one  another,  and  to  say  that  the  ratio  is  that  in  which  the  two 
exchange,  is  to  say  that  the  ratio  determines  itself*  If,  instead  of  consid- 
ering the  trade  between  two  countries,  we  were  considering  an  exchange 
between  two  individuals,  and  wished  to  know  why  ten  grammes  of  gold 
would  exchange  for  a  pair  of  boots,  it  would  not  help  as  much  to  tell  lu 
that  this  ratio  was  established  because  it  was  just  sufficient  to  equalise 
the  monies  spent  and  the  goods  purchased.  The  fact  that  the  goods 
were  bought,  implies  that  the  money  given  on  one  side  was  equal  in 
value  to  the  boots  given  on  the  other ;  but,  in  order  to  explain  why  ten 
grammes  rather  than  nine  or  eleven  grammes  were  given,  we  most 
refer  to  something  else  than  the  jGacts  implied  in  the  bargain  itself.  It  is 
not  because  the  owner  of  the  gold  is  determined  to  get  rid  of  ten 
grammecf,  that  he  offers  them  in  exchange  for  the  boots,  nor  does  the 
owner  of  the  boots  give  them  for  ten  grammes  of  gold,  because  that  is 
the  whole  supply  which  is  offered  him.  Bicardo's  theory  of  value  refers 
us  to  the  cause  which  compels  each  of  the  parties  concerned  to  agree  to 
the  bargain,  and  this  cause  is  the  amount  of  labour  and  abstinence  which 
has  been  undergone  in  ord^  to  produce  the  two  commodities  which 
exchange  for  each  other  in  proportion  to  their  cost  of  production.  What- 
ever ratio  of  exchange  has  been  established  by  oompetitioD,  it  is  obvious 
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that  the  two  things  exchange  for  one  another ;  but  this  does  not  ezplam 
why  a  particular  ratio  should  happen  to  prevail.  Mill  himself  seems  to 
haye  felt  that  his  e}q>lanation  was  onsatisfactoiy,  for,  fturther  on  in  the 
same  chi^pter  (Sec.  6),  he  observes,  '^  That  this,  howeyer,  does  not  ftimish 
the  complete  law  of  the  phenomenon,  appears  from  the  fbUowing 
oonsideration :  that  several  different  rates  of  international  yalae  may  aQ 
equally  fulfil  the  conditions  of  this  law."  He  then  proceeds  to  examine 
still  further  the  different  drcumstances  which  may  cause  one  country  to 
ooDSome  more  or  less  of  the  productions  of  another  country,  but  as  his 
argoment  still  proceeds  on  the  assumption  that  the  matter  can  be  ex- 
plained by  confining  the  attention  to  the  exchange  without  reference  to 
the  cost  of  production,  it  still  remains  open  to  the  objection  that  it  does 
not  point  out  any  circumstance  a  knowledge  of  which  would  enable  us 
to  predict  the  ratio  of  exchange.  By  reference  to  the  cost  of  production 
in  one  country,  and  to  the  comparative  efficiency  of  labour  in  the  other, 
the  value  of  any  foreign  commodity  can  be  explained,  and  if  these  parti- 
coIaiB  are  known  in  the  case  of  two  commodities,  a  comparison  of  them 
win  explain  the  ratio  in  which  the  two  will  exchange  for  each  other. 
Mill  wished  to  arrive  at  this  result  by  enumerating  aU  the  conditions 
which  would  lead  to  an  increase  or  diminution  of  demand  on  the  part  of 
one  country  for  the  productious  of  another ;  but  these  circumstances, 
though  they  may  influence  the  total  amount  of  a  nation's  trade,  can  only 
affect  values  by  operating  on  the  cost  of  production.  Whatever  may  be 
the  extent  of  the  demand,  whether  domestic  or  foreign,  the  vfdue  of  a 
commodity  will  not  permanently  rise  unless  its  cost  of  production,  or  of 
conveyance,  be  increased;  and  a  reference  to  such  an  increase  in  ita  cost, 
constitutes  an  explanation  of  the  rise  of  value. 

Oaimes,  who  has  devoted  a  chapter  to  this  subject,  has  accepted  Mill's 
theory  with  some  modifications  rendered  necessary  by  the  difference 
between  his  and  Mill's  views  reefpecting  demand  and  cost.  The  word 
<< demand"  signifies  with  Mill,  the  quantity  demanded;  while  with 
Caimes  it  signifies  quantity  of  commodities  offered  in  exchange  for  the 
one  required;  so  that,  in  his  sense  of  the  word,  the  two  commodities 
which  are  exchanged  in  every  bargain  constitute  a  demand  for  each 
other.  When  discussing  the  subject  of  value  in  an  early  portion  of  his 
book,  he  refers  all  cases  which  cannot  be  explained  by  cost  of  production 
to  the  action  of  reciprocal  demand  (p.  99).  When  discussing  the  subject 
of  international  values,  he  again  refers  to  this  principle  for  an  explana- 
tion. He  says,  "  Where  the  monopoly  is  at  once  strict  and  reciprocal,  a 
case  not  frequent  in  international  trade,  but  which  sometimes  does  occur, 
as  in  the  traffic  which  takes  place  between  the  tropical  and  the  frosen 
zoaes^  in  the  exchange,  suppose,  of  spices  for  ice.    In  this  case  the 
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inflnence  of  reciprocal  demand  on  value  is  nnqnalified  and  absolute,  Binoe, 
under  such  circumstances,  there  is  nothing  but  the  desires  on  each  side, 
supported  by  such  means  as  are  available  to  give  them  effect,  to  deter- 
mine the  bargain/*  (Part  III.,  chap,  iii.,  sec.  8).  But  in  Gaimes' language, 
reciprocal  demand  means  the  commodities  offered  on  each  side ;  so 
that,  in  his  example,  the  spices  constitute  the  demand  on  the  part 
of  the  tropical,  and  the  ice  the  demand  of  the  frozen  sone. 
When,  therefore,  we  ask  what  determines  the  proportion  in  which 
spices  and  ice  exchange  for  each  other,  we  learn  tiiat  it  is  the 
desire  on  the  part  of  the  consumers  which  induces  them  to  give  a  certain 
quantity  of  their  own  products  in  order  to  procure  its  satisfiaction.  There 
is  nothing,  he  tells  us,  but  the  desires  and  the  means  of  giving  them  effect 
to  determine  the  bargain ;  but  the  question  is,  What  determines  the 
means  of  giving  effect  to  the  desires,  and  what  enables  the  desires  to  be 
satisfied  at  a  particular  cost  ?  In  every  bargain  there  is  a  desire  to  be 
satisfied  and  a  sacrifice  to  be  incurred,  but  Political  Economy  is  not 
content  with  the  explanation  that  the  bargain  is  settled  by  the  play  of 
these  two  factors.  In  the  case  of  ancient  works  of  art  which  cannot  be 
produced  when  required,  no  law  can  be  laid  down  to  determine  their 
value;  and  a  similar  admission  ought  to  be  made  in  all  cases  where 
nothing  further  can  be  offered  as  an  explanation  than  reciprocal  demand. 
In  the  case  assumed  by  Gaimes,  the  value  of  ice  in  the  froaen  lEone 
depends  on  the  cost  of  conveying  it  from  the  sea  or  river  where  it  is 
found  to  the  house  where  it  is  wanted,  and  its  value  is  increased  by  the 
cost  of  conveying  it  to  the  tropical  zone.  But  when  it  has  been  brought 
there  its  value  may  not  be  so  great  when  compared  with  the  labour  of 
the  tropics  as  with  that  of  the  frozen  district  from  which  it  came.  The 
rate  of  money-wages  may  be  twice  as  high  in  the  importing  as  in  ths 
exporting  country,  and  thus  the  price  may  be  remunerative,  although 
its  value  at  the  tropics  may  be  no  greater  than  that  of  the  spices  which 
have  required  half  as  much  labour  to  produce  them.  This  dUSference  in 
the  rate  of  wages  woidd  be  owing  to  a  corresponding  difference  in  the 
efficiency  of  labour  in  the  two  regions,  and  thus  the  value  of  ice  in  the 
importing  country  would  be  determined  by  two  factors :  its  cost  of  pro- 
duction, and  the  comparative  efficiency  of  labour  in  the  two  countries. 
The  proportion  in  which  spices  and  ice  would  exchange  for  each  other 
would  be  determined  by  a  comparison  of  these  factors  in  both  cases. 
Here,  then,  is  the  difference  between  the  explanation  of  value  in  the  case 
of  foreign  imports  given  above,  and  that  famished  by  Gaimes.  The 
one  explains  the  value  of  foreign  commodities  by^the  same  principles  as 
those  which  govern  the  cases  of  articles  exchanged  in  the  country  where 
they  are  produced;  while  that  given  by  Gaimes  refers  it  to  a  different 
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principle,  and  virtoallj  leaves  it  nnexplained.  I  have  thought  it  neces- 
sary to  discnss  the  theories  pnt  &rward  by  Mill  and  Caimes  on  this 
sabject,  because  their  works  deservedly  stand  high  in  public  estimation ; 
and  it  is  of  some  importance  that  even  m  occasional  error  committed  by 
them  should  be  at  once  corrected.  It  will  not,  I  trust,  be  thought  that  I 
have  any  wish  to  deny  the  ability  and  deamess  with  which  they  have 
illustrated  many  of  the  most  intricate  problems  presented  by  foreign 
trade. 

Where  commodities  of  the  same  kind  can  be  produced  in  several 
countries,  competition  will  effect  an  equalisation  of  prices  in  the  same 
market,  and  each  country  wiU  be  called  on  to  produce  a  larger  or  smaller 
quantity,  according  to  ita  natural  capacity  for  production  and  its  vicinity 
to  the  place  of  consumption.  The  tend^cy  of  Free  Trade  is  to  confine 
each  country  to  the  production  of  those  articles  for  which  its  soil  and 
climate  are  best  fitted,  and  to  establish  a  division  of  labour  among 
different  countries  similar  to  that  prevailing  among  different  districts  of 
the  same  country.  There  is,  however,  but  Uttle  probability  that  such 
specialisation  Can  ever  reach  perfection,  for  whatever  improvementa  may 
be  effected  in  the  means  of  transport,  the  item  of  distance  will  always 
be  an  important  one  in  the  account,  and  those  countries  which  are 
nearest  to  the  market  will  always  be  able  to  continue  production, 
although  in  other  respects  they  may  not  be  so  favourably  situated  as 
others  at  a  greater  distance.  Distance  acts  as  an  impediment  to  trade 
in  other  ways  besides  merely  increasing  the  cost  of  carriage,  for  it 
increases  the  difficulty  on  the  part  of  the  producers  in  understanding 
the  wants  of  the  consumers,  and  it,  to  some  extent,  lessens  the  confidence 
which  the  dealers  can  repose  in  one  another.  Even  where  one  country 
has  a  decided  advantage  over  the  rest  of  the  world,  it  does  not  follow 
that  it  would  retain  its  position  if  it  were  to  attempt  to  produce 
enough  to  supply  the  whole  world.  England  has  a  great  advantage  in 
the  production  of  coal ;  but  if  England  were  to  endeavour  to  supply 
the  whole  world  with  coal,  it  would  have  to  raise  a  very  much  larger 
quantity  than  at  present,  and  this  would  necessitate  the  opening  out  of 
new  shafts  and  the  deepening  of  old  ones,  whereby  the  cost  of  obtaining 
the  mineral  would  be  so  much  increased  that  it  would  be  cheaper  for 
foreigners  to  produce  it  for  themselves  than  to  import  it  from  England. 
Coal  is  a  bulky  article,  and  the  cost  of  transport  is  very  great  where 
large  quantities  are  concerned.  At  present,  indeed,  English  coal  is 
exported  to  every  foreign  port,  but  this  is  only  possible  under  certain 
peculiar  conditions  of  trade.  Newcastle  coal,  being  of  a  remarkably 
fine  quality,  is  required  for  English  steamers,  even  though  the  cost  is 
extremely  high,  and  part  of  the  export  is  thua  accounted  ibr.    The  rest 
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is  chiefly  sent  to  ports  firom  which  goods  hare  to  be  brought  to  England, 
without  any  equal  bulk  being  sent  firom  England  in  return.    The  ahipB 
employed  haying  to  make  one  Toyage  without  a  oargo^  their  ownan  are 
obliged  to  load  them  with  something  as  ballast,  and  coal  being  excdlenfcly 
adapted  for  this  purpose,  it  is  worth  while  to  send  it  to  any  port  whero 
it  can  be  sold  for  something  more  than  its  cost  price.    The  cost  of  its 
carriage  is  rarely  paid  by  the  freight  receiyed  for  the  return  yo jage ; 
and,  as  an  instance  of  the  peculiar  character  of  this  trade,  it  may  be 
mentioned,  that  the  charge  for  conyeying  coal  to  Peru  is  no  greater  than 
for  conyeying  it  to  Spain.    This  subject  has  been  fully  treated  of  by 
Mr.  Jeyons,  in  his  yaluable  work  on  "The  Coal  Question,"  where  his 
object  is  to  show  that  England  cannot  import  coal  to  supply  the  wants 
occasioned  by  the  gradual  exhaustion  of  her  coal-fields,  and  it,  of  coorae, 
seryes  equally  to  show  that  England  cannot  supply  the  whole  world  with 
coal.    The  principle  which  applies  to  coal  applies  equally  to  all  products 
of  the  extractiye  industries,  and,  though  it  does  not  to  the  same  extent 
apply  to  manu&ctures,  still  there  are  limits  to  the  extension  which  these 
can  receiye  within  the  limits  of  a. single  country.    A  country  which 
possesses  an  inherent  capacity  for  engaging  in  a  particular  kind  of 
manufacture  will  be  encouraged  to  deyote  itself  to  this  employment  by 
reoeiying  foreign  orders  backed  by  foreign  goods  sent  in  exchamge,  and, 
if  necessary,  will  receiye  com  from  abroad  to  enable  its  artisans  to 
subsist  without  producing  their  own  food.    Such,  in  fact,  is  the  position 
which  England  now  occupies,  as  she  receiyes  food  from  abnost  eyeiy 
agricultural  country,  and  pays  for  it  with  the  products  of  her  manufiu> 
tories.    But  although  foreign  countries  deriye  a  great  adyantage  from 
thus  making  England  their  workshop,  the  benefits  of  the  system  are 
not  so  great  that  England  can  monopolise  the  whole  of  the  manufac- 
turing business  of  the  world.    To  do  this,  her  people  would  need  to  be 
crowded  into  towns  to  a  much  greater  extent  than  at  present,  while 
foreign  countries  would  be  abnost  entirely  ocmfined  to  agriculture,  and 
such  a  state  of  things  would  lead  to  social  and  political  eyils  which 
would  &x  outweigh  its  commercial  adyantages.    The  dread  of  foreign 
competition,  which  is  perpetually  finding  expression  in  the  letters  and 
speeches  of  commercial  men,  seems  to  be  based  on  little  more  than  the 
fact  that  foreign  commodities  are  imported,  but  they  would  perhaps  be 
puzzled  to  explain  how  foreign  trade  could  go  on  if  such  importation 
did  not  take  place.    There  is  nothing  chimerical  in  the  belief  that  a 
country  may  suffer  material  injury  firom  foreign   competition,  and 
Ireland  affords  an  instance  where  this  has  actually  occurred.    In  the 
"Fragments  on  Ireland,"    which  form  a  most  interesting  part  of 
OainiM'  "  Political  Essays,"  it  has  been  yny  aUy  shown  that  the  great 


Digitized  by  VjOOQIC 


FOBBXaK  OOXFJmnON.  411 

increaBe  of  ihe  popolafcioQ  of  Ixeland  daring  the  latter  part  of  the  laat, 
and  the  earlier  part  of  the  present,  century,  was  owing  to  the  com  laws, 
which  gave  the  Irish  fanners  so  great  an  advantage  in  the  English 
market;  and  that  the  great  depopulation  which  we  have  witnessed  in  the 
last  thirty  years  was  occasioned  by  the  adoption  of  Free  Trade,  and  not, 
as  is  generally  supposed,  by  the  potato  blight.  But,  to  judge  firom  the 
complaints  of  manufacturers,  they  would  seem  to  suppose  that  every 
instance  in  which  a  commodity  is  imported  which  might  have  been 
produced  at  home  shows  that  Engkmd's  powers  of  production  are 
declining,  and  that  foreigners  are  supplanting  Englishmen  in  their  own 
market.  If  those  who  speak  and  write  thus  would  consider  the  nature 
of  trade,  they  would  see  that  the  instances  to  which  they  point  show,  in 
reality,  that  England  is  still  capable  of  producing  enough  for  her  own 
wants  as  well  as  supplying  those  of  foreigners. '  If  commodities  are 
imported,  they  must  either  be  paid  for  or  obtained  without  payment. 
In  the  former  case,  English  commodities  must  be  exported  to  pay  for 
them,  and  thui;  the  very  fact  of  the  importation  furnishes  a  proof  of  the 
activity  of  English  production.  In  the  latter  case,  the  commodities  are 
sent  in  order  to  discharge  debts  due  in  England,  and  thus  afford  a  proof 
of  the  wealth  of  the  country  which  has  made  judicious  investments 
abroad;  and  it  is  difficult  to  see  how  the  fact  that  other  countries  are 
tributary  to  it  can  be  made  to  prove  that  its  wealth  is  declining.  There 
is  much  to  be  done  by  English  merchants  and  manufacturers  who  wish 
their  country  to  succeed  in  the  race  of  competition,  and  the  most 
important  matter  to  which  they  can  devote  their  energies  is,  the  main- 
tenance of  strict  integrity  in  their  dealings  withforeigners.  It  is  a  melan- 
choly &ct,  that  the  seat  of  various  branches  of  manu&cture  has  been 
repeatedly  changed,  less  on  account  of  any  natural  disadvantage  in  the 
place  itself,  than  on  account  of  the  dishonesty  of  the  persons  engaged  in 
it.  The  Irish  flax  trade  and  the  woollen  manufactures  of  the  Eastern 
Counties  have  suffered  severely  from  the  dishonesty  formerly  practised  in 
th^m ;  and  there  are  instances  at  the  present  time  in  which  countries 
are  threatened  with  the  loss  of  extensive  trades  from  equally  disgracefrd 
causes.  It  has  been  repeatedly  made  a  matter  of  complaint  that  the 
cotton  goods  sent  from  Manchester  to  China  are  for  dishonest  purposes 
loaded  with  so  much  sizing  as  to  be  subject  to  mildew  when  they  have 
reached  China,  and  the  practice  has  now  become  so  general  that  Chinese 
merchants  are  unwilling  to  accept  English  goods  of  this  class.  A  similar 
complaint  has  been  made  in  England  and  in  Bussia  of  the  adulteration 
of  Chinese  tea ;  and  the  great  extension  of  tea-planting  in  India  is  owing 
to  the  belief,  whether  well  or  ill-grounded,  that  the  Indian  planters  have 
not  yet  leamt  to  foUow  the  example  of  their  Chinese  rivals.    If  those 
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who  complained  of  foreign  competition  will  set  themselves  to  lefonn 
evils  like  these^  they  may  secure  a  great  extension  for  the  trade  of  their 
own  and  of  foreign  countries ;  but  it  is  of  little  use  for  them  to  complain 
of  import-ation  as  a  proof  of  the  decline  of  native  industry. 

That  foreign  trade  is  advantageous  has  long  been  recognised,  but  yeiy 
different  reasons  have  been  given  at  different  times  to  prove  it,  and 
different  measures  have  been  proposed  for  determining  the  exact  amoont 
of  benefit  which  it  confers;  at  first,  it  was  generally  held  that  the 
benefit  consisted  in  the  amount  of  the  precious  metals  which  it  brought 
into  a  particular  country,  and,  according  to  this  theory,  a  trade  which 
caused  a  country  to  export  these  metals  inflicted  an  actual  loss  upon  it. 
That  this  theory  was  erroneous  a  very  little  consideration  will  now 
enable  anyone  to  perceive,  for  it  is  evident  that  these  metals,  though 
they  are  useful,  are  not  the  only  objects  which  men  desire ;  and  that  a 
trade  which  brings  men  hardware,  or  wines,  or  cloth,  satisfies  their 
wants  and  is  useful  to  them,  just  as  much  as  one  which  supplies  their 
needs  for  gold  and  silver ;  as,  according  to  this  theory,  wherever  two 
countries  exchange  gold  for  other  commodities,  the  one  must  lose  what 
the  other  gains.  It  would  have  been  difficult  for  those  who  held  it  to 
explain  how  such  a  trade  could  be  carried  on,  as  the  people  of  one  must 
be  supposed  to  be  continually  blind  to  their  own  interests.  The  trade 
of  the  East  India  Company  was  actually  assailed  as  prejudicial  to 
England  because  it  carried  silver  out  of  the  kingdom,  and  the  defenders 
of  the  Company  could  make  no  better  defence  than  that  the  goods  which 
they  brought  from  India  were  subsequently  exported  to  other  countries 
and  sold  for  silver,  so  that  the  exportation  of  silver  was  the  means  of 
bringing  about  a  large  importation.  In  this  theory  the  satisfaction  of 
human  wants  goes  for  nothing,  and  the  question  is  regarded  solely  from 
the  dealer's  point  of  view.  The  object  of  tradesmen  is  to  sell  their 
goods,  and  hence  it  was  supposed  that  the  object  of  a  country  was  to 
sell  its  produce  for  gold  and  silver.  Adam  Smith,  although  he  exposed 
the  fallacy  of  supposing  that  these  metals  were  the  sole  objects  of  trade^ 
was  yet  so  &r  under  the  influence  of  the  theory  that  he  regarded  the 
subject  from  the  dealer's  point  of  view.  Thus,  when  speaking  of  foreign 
trade,  he  says :  "  It  carries  out  that  surplus  part  of  the  produce  of  their 
land  and  labour  for  which  there  is  no  demand  among  them,  and  bringe 
back  in  return  for  it  something  else  for  which  there  is  a  demand.  It  givee 
a  value  to  their  superfluities  by  exchanging  them  for  something  else 
which  may  satisfy  a  part  of  their  wants,  and  increases  their  employments."* 
He  thus  considers  that  its  advantage  consists  in  providing  a  market  for 

*  Book  IV,  ohap.  1,  p.  195.  ITCiillook'B  Edition,  1868. 
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the  exports  of  a  country.    There  are  cases  in  which  sach  a  position  is 

not  altogether  untenable,  and  these  are  chiefly  where  the  exports  consist 

of  agricnltnral  prodnce.    As  the  amount  of  these  articles  which  may  be 

produced  in  any  one  year  depends  on  other  causes  besides  the  will  of  the 

producers,  it  often  happens  that  more  is  produced  than  the  inhabitants 

of  the  country  are  willing,  or  even  able,  to  consume;  and  in  such  cases  it 

18  an  advantage  to  be  able  to  dispose  of  the  surplus  abroad.    In  his 

entertaining  work  on  Australia,  Mr.  Trollope  tells  us  that,  in  consequence 

of  the  protective  tariff  adopted  by  Victoria,  it  often  happens  that  an 

abundance  of  firuit  is  left  to  rot  in  Tasmania,  which,  if  trade  were*  free, 

would  be  converted  into  jam  to  supply  the  Victoria  market.    Yet,  even 

in  this  case,  the  advantage  to  be  gained  by  Tasmania  would  consist  in 

what  she  was  able  to  import  from  Victoria,  and,  if  her  superfluities  were 

sent  to  Victoria  without  producing  any  return,  she  would  be  no  better 

off  than  if  it  were  wasted  on  the  spot.  No  doubt  the  expression,  fdmish* 

ing  a  market,  impli^  that  something  is  obtained  in  exchange  for  what  is 

sent  to  market,  but  the  term  superfluity  implies  that  commodities  are 

produced,  not  for  the  purpose  of  being  sold,  but  unintentionally,  and  that 

some  use  has  to  be  found  for  them  afterwards.    Even  with  agricultural 

produce  this  is  only  partially  true,  and  when  a  trade  has  once  been 

established  between  an  agricultural  and  a  manu&cturing  country,  com 

and  cotton  are  as  regularly  grown  in  the  former  to  supply  the  wants  of  its 

foreign  customers,  as  cloth  and  steel  are  manufactured  in  the  latter  for 

a  similar  purpose.    It  is  not  because  they  have  more  cotton  than  they 

know  what  to  do  with  that  the  people  of  Carolina  and  Georgia  export  it 

to  England,  but  because  they  find  that  by  doing  so  they  can  obtain 

various  comforts  and  luxuries  at  less  cost  than  if  they  produced  them 

for  themselves.    In  the  case  of  manu&ctures,  it  is  obvious  that  nothing 

is  produced  except  with  deliberate  intention,  and  that  it  can  only  be  an 

exceptional  instance  where  a  glut  is  relieved  by  foreign  purchases. 

Englishmen  engage  in  manufacturing  goods  for  all  countries  because,  by 

doing  so,  they  can  procure  food  and  other  things  on  more  favourable 

terms  than  by  producing  them  at  home;  and  though  to  the  manufacturer 

it  seems  that  the  advantage  of  English  commerce  consists  in  enabling 

him  to  sell  his  wares  abroad,  the  advantage  to  the  English  people  consists 

in  the  commodities  which  are  sent  to  pay  for  their  exports.    If  trade 

were  stopped   between  England  and  foreign  countries,  there  would 

be  a  great  change  in  the  direction  given  to  her  industry,  but  her 

capitalists  would  still  be  able  to  find  a  market  for  their  products,  an^ 

there  would  be  no  greater  superfluity  than  at  present.    If  her  capital 

was  as  large  as  before,  it  would  give  employment  to  the  same  number  of 

labourers,  who  would  all  be  engaged  in  supplying  the  wants  of  native 
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connunen,  and  those  who  had  formerly  produced  goods  for  exportation 
would  have  to  produce  such  aa  had  formerly  been  imported.  Things 
would  not  be  the  same  as  before^  for  production  would  be^  carried  on  in 
some  cases  with  greater,  and  in  others  with  less,  difficulty ;  but,  as  &r 
as  regards  the  fiacility  of  disposing  of  what  had  been  produced,  there 
would  be  no  alteration. 

The  habit  of  looking  at  the  question  from  the  dealer's  point  of  view 
has  led,  in  our  own  time,  to  a  curious  inversion  of  the  ancient  belief. 
According  to  the  latter  it  was  best  for  a  country  that  its  exports  should 
exceed  its  imports,  because  this  was  expected  to  lead  to  an  influx  of  the 
precious  metals ;  but  of  late  years  some  writers  have  espoused  the  theoiy 
that  the  excess  of  imports  over  exports  represents  the  gams  made  bj 
those  engaged  in  foreign  trade.  Even  Mr.  Rogers  says  :  ''  The  profit  of 
foreign  trade  consists  in  the  difference  between  the  price  at  whidi  the 
goods  are  bought  and  carried,  and  the  price  at  which  they  are  sold.  -  A 
rough  index  of  its  amount  is  to  be  found  in  the  difEerence  between  the 
money-value  of  the  exports  and  imports  of  a  country.  The  sggtegBi/d 
value  of  the  latter  is  greatly  in  excess  of  that  of  the  former.  Thus, 
for  example,  in  1863-4-5,  the  imports  of  the  United  Kingdom  were 
represented  by  the  figures  249,  275,  and  271 ;  the  exports  by  197,  213, 
and  219.  At  first  sight  it  would  seem  the  people  of  this  country  bought 
more  than  they  sold  by  52,  62,  and  52  during  these  three  years.  In 
&ct,  the  exports  paying  for  the  imports,  they  bought  the  greater  sum  by 
the  less ;  the  difference,  some  deductions  being  made,  being  the  profit  on 
the  foreign  trade."*  It  wiU  be  seen  that  this  argument  assumes  that 
all  imports  have  to  be  paid  for  by  exports,  and,  if  this  assumption  be 
correct,  the  dijQference  between  the  totals  can  only  be  set  down  to  cost 
of  carriage  and  profits  made  by  the  merchants.  But  what  ground  ifi 
there  for  this  assumption  ?  The  period  referred  to  is  part  of  tiist 
which  I  have  previously  cited,  as  exemplifying  the  position  of  a  conntiy 
which  receives  tribute  from  other  countries  on  account  of  rents  and 
dividends  due  to  its  citizens ;  and  though,  of  course,  the  statistics  will 
lend  themselves  to  either  interpretation,  it  would  be  rash  to  assume  that 
nothing  is  imported  which  is  not  paid  for  by  exports.  It  is  well  known 
that  large  amounts  both  of  landed  property  and  of  stocks  and  shares  are 
held  by  Englishmen  in  foreign  countries,  and  it  is,  to  say  the  least,  not 
prudent  that  an  equal  amount  is  held  by  foreigners  in  England.  Mr. 
Bogers,  perhaps,  intends  to  allow  for  this  circumstance  when  he  adds  the 
qualifying  words  of  '^  some  deductions,"  but  this  is  hardly  allowing 
sufficient  importance  to  it.    Commercial  statistics  furnish  many  instances 

«  Manual  of  Political  Eoonomy,  2nd  Bditilon,  page  247, 
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in  which  a  ooimtry  ezportB  nmch  more  than  it  imports,  and  it  would  be 
aUaid  to  infer  that  the  difference  constituted  the  Iobs  incurred  through 
foreign  trade.  Such  an  inference  would  not,  indeed,  foUow  from  Mr. 
Bogens'  reasoning,  for  the  fact  that  foreigners  had  gained  would  not 
{HY)Te  that  natives  had  lost,  but  it  might  be  plausibly  urged  that  if  the 
greater  amount  were  only  sufficient  to  pay  for  the  less,  the  difference 
miut  have  been  lost  by  the  merchants  engi^;ed  in  the  trade. 

While  it  is  obvious  that  commodities  which  are  exported  must  be  sold 
at  a  higher  price  than  in  the  country  from  which  they  came,  it  would  be 
itth  to  assume  that  this  difference  is  in  all  cases  sufficient  to  account  for 
the  ezoess  of  imports ;  and  it  is  always  desirable  to  seek  for  some  other 
explanation,  which  the  mere  statistics  will  not  afford.  M.  de  Lavergne 
whea  estimating  the  cost  which  the  possession  of  Algeria  entails  upon 
Fraaoe,  seeks  for  information  in  a  comparison  of  the  exports  and  imports 
exchanged  between  the  two  countries,  and  finding  that  France  exports 
150,000,000f.  more  than  she  imports  from  Algeria,  concludes  that  this 
rq)reBents  the  expenditure  incurred  by  the  French  Gk>vemment  in 
inMTitftfning  its  civil  and  military  establishment  in  the  colony.  The 
infermce  is  a  Intimate  one ;  but  if  it  were  assumed  that  the  exports 
merely  paid  for  the  imports,  we  should  have  to  suppose  that  theAlgerian 
merchants  made  a  profit  of  800  per  cent.,  since,  by  exporting  goods  to 
the  value  of  50,000,000f.,  they  were  able  to  import  goods  to  the  value  of 
200,000,OOOf.  In  what,  then,  does  the  advantage  of  foreign  trade  consist  ? 
The  answer  to  this  question  is  not  &r  to  seek.  As  the  object  of  industry 
18  to  obtain  wealth  by  the  least  possible  labour,  every  system  is 
adyantageous  to  industry  which  promotes  economy  of  labour.  Foreign 
teuie  is  beneficial  to  a  country  in  so  far,  and  so  far  only,  as  it  enables  the 
inhabitants  to  obtain  what  they  require  with  less  labour  than  they  could 
otherwise  do.  It  accomplishes  this  end  in  several  ways.  There  are  some 
oommodities  which  can  only  be  produced  under  certain  conditions  of  soil 
and  climate,  and  foreign  trade  enables  them  to  be  consumed  in  regions 
where  they  could  not  be  produced.  We  have  no  means  of  measuring  the 
adTantage  which  is  thereby  conferred  upon  mankind.  The  trade  which 
enables  Englishmen  to  obtain  cotton-cloth,  confers  on  them  a  benefit 
which  is  none  the  less  certain  because  we  cannot  measure  the  extent  of 
it  If  this  trade  did  not  exist,  the  people  would  be  obliged  to  wear 
clothes  made  from  flax,  wool,  or  some  other  material,  and  it  would  be 
difficult  to  calculate  how  much  more  labour  would  then  be  required,  and 
impoesible  to  tell  how  much  the  comfort  of  the  wearers  would  be  dimin- 
ished. There  are  other  commodities  which  might  be  raised  within  a 
country,  but  which  it  is  more  convenient  to  import.  England  imports 
wheat  from  many  different  countries,  and  also  produces  some  for  herself. 
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We  know  what  is  the  cost  of  the  qnantiiy  actually  prodnced,  bat  we 
cannot  tell  what  would  be  the  cost  of  raising  the  much  larger  quantity 
which  would  be  required  if  none  were  imported.  It  would  then  be 
necessary  to  resort  to  inferior  soils,  and  the  cost  would  be  proportion- 
ately increased ;  but  the  extent  of  this  increase  cannot  be  predicted  before 
the  experiment  is  tried.  In  the  sentence  succeeding  that  recently 
quoted,  Adam  Smith  points  out  another  benefit  conferred  by  foreign 
trade  on  the  consumers  of  manufactured  goods.  He  says  that  by  eecnr- 
ing  a  larger  market  for  such  goods,  it  enables  a  much  greater  division  of 
labour  to  be  established  among  the  producers,  and  thus  cheapens  the 
goods  for  the  natives  as  well  as  for  foreigners.  No  doubt,  Englishmen 
derive  a  real  benefit  in  this  manner  from  the  extensive  commerce  which 
they  carry  on  with  all  countries ;  but  here  again  it  is  impossible  to 
measure  the  amount  of  the  benefit,  for  we  do  not  know  what  the  cost  of 
manufactured  goods  would  be  if  their  sale  was  confined  to  England.  It 
is  enough  for  us  to  see  that  the  advantage  must  be  great,  and  that  it 
consists  in  the  saving  of  labour,  although  we  cannot  obtain  any  simple 
measure  of  its  exact  amount. 
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CHAPTER  VIII.— INTERNATIONAL  COINAGE. 

ADYANTAaE  OF  AN  UNIFOBM  COINAGE— PABI3  MONSTABT  GONFSBENCE. 

INTESNATIONAL   COINAGE  COMMISSION— THE  FRANO  AND 

THE  SOVEBBIGN— OTHER  SCHEMES. 

It  has  often  been  proposed  that  all  nations  should  agree  to  adopt  one 
uniform  standard  for  weights,  measures,  aud  coinage ;  but  though  some 
progress  has  been  made  in  this  direction  during  the  present  century,  there 
is  no  reason  to  believe  that  the  object  will  be  attained  till  several  genera- 
tions have  passed  away.  Among  the  small  class  of  scientific  men  who  can, 
with  comparatively  little  difficulty,  adopt  a  new  nomenclature  differing 
firom  that  i^  ordinary  use,  some  progress  has  been  made  towards 
nnifonnity;  and  the  metric  system  of  weights  and  measures  is,  on 
aocount  of  its  simplicity  and  convenience,  commonly  used  by  chemists 
and  physicists  in  England  and  other  countries  where  it  is  not  used  for 
the  ordinary  purposes  of  common  life.  A  few  years  ago,  instruction  in 
the  system  was  made  a  part  of  the  curriculum  of  the  English  national 
schools,  and  some  preparation  has  thus  been  made  for  its  more  general 
adoption,  but  all  attempts  to  bring  it  into  general  use  have  hitherto 
failed.  Nor  is  this  strange,  for,  although  it  has  never  been  denied  that 
such  uniformity,  if  it  could  be  obtained,  would  be  highly  beneficial,  yet 
the  period  of  transition  would  be  accompanied  by  much  concision  and 
inconvenience.  As  regards  coinage,  which  is  the  special  subject  to  be 
treated  of  in  this  place,  it  is  clear  that  a  change  in  the  standard  adopted 
in  any  country  would  entail  an  enormous  amount  of  labour  in  altering 
the  innumerable  accounts  between  debtors  and  creditors,  and  that  the 
longer  the  change  is  deferred  the  more  troublesome  it  will  be  if  the 
country  is  one  which  is  advancing  in  wealth  and  population.  Great  as 
are  the  difficulties  to  be  overcome,  it  is  not  altogether  hopeless  to  expect 
that  the  advantages  to  be  gained  by  uniformity  may  be  so  vividly 
realised  as  to  induce  some  of  the  leading  nations  of  the  world  to  recon- 
cile themselves  to  such  an  alteration  in  their  own  systems  as  will  bring 
them  into  harmony  with  one  another.  These  advantages  consist  in  the 
saving  of  labour,  both  physical  and  intellectual,  which  would  be  brought 
about  in  various  ways.  All  who  have  had  much  to  do  with  the  com- 
parison of  the  statistics  of  various  countries  know  how  much  their 
labour  is  increased  by  the  difference  in  the  methods  employed  to  denote 
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the  same  sum^  and  the  confusion  which  arises  when  figures  are  given 
without  the  name  of  the  coin  being  added.  The  international  jury  who 
were  appointed  to  adjudicate  the  prizes  at  the  exhibition  of  1851  found 
it  almost  impossible  to  decide  fairly  on  the  merits  of  the  different  fabrics 
submitted  to  them^  because  the  prices^  which  were  an  important  item, 
were  expressed  in  different  currencies,  and  were  applied  to  different 
weights  and  measures.  When  Cobden  went  to  France  to  negotiate  the 
commercial  treaty,  most  of  his  time  was  occupied  in  calculating  the  rates 
of  duty  which  must  be  imposed  in  each  country  in  order  to  correspond 
with  those  enforced  in  the  other,  and  though  the  difPerenoe  of  coinage 
was  not  wholly  responsible  for  the  trouble  thus  occasioned,  it  at  least 
contributed  to  it.  This  diversity  renders  it  necessary  for  traveUers  to 
exchange  the  coins  of  the  country  which  they  leave  for  those  of  the  one 
which  they  enter,  and  it  has  been  estimated  that  4,000  persons  earn  a 
living  by  acting  as  money-changers.  The  expense  of  their  maintenance 
is  borne  by  the  travelling  public,  who  are  thus  mulcted  of  a  small  sum 
whenever  they  pass  from  one  country  into  another  where  a  different 
monetary  system  prevails,  besides  being  subjected  to  the  trouble  and 
loss  of  time  incurred  whenever  they  get  their  coins  changed.  If  uni- 
formity were  established,  these  4,000  persons  might  work  at  some 
productive  occupation,  and  the  wealth  of  the  world  would  be  so  mudi 
increased,  whereas  the  present  system  of  diversity  benefits  no  one.  In 
treating  of  the  subject  of  foreign  exchanges,  the  diversity  of  the  coinages 
of  different  countries  was  mentioned  as  one  of  the  circumstances  which 
cause  bills  on  a  foreign  country  to  be  sold  at  a  premium.  The  addi- 
tion to  the  premium  which  is  due  to  this  cause  is  very  slight,  bat 
in  commerce  a  very  slight  addition  to  the  price  of  an  article  often 
makes  a  great  difference,  and  the  number  of  commercial  transactions 
between  two  countries  may  be  much  diminished  by  a  slight  inipedi- 
ment  in  the  way  of  settling  their  accounts.  If  gold  ingots  are  sent 
abroad,  they  will  have  to  b^  assayed  on  their  arrival,  although  the  ope- 
ration has  been  already  performed  in  the  country  from  which  they  came; 
because  the  banks  which  purchased  them  have  not  confidence  in  the 
honesty  or  capacity  of  foreign  assayers,  and  the  expense  of  the  assay 
must  be  borne  by  the  exporter  of  the  bullion.  If  the  two  countries  bad 
a  similar  coinage,  the  two  governments  could  easily  come  to  an  agree- 
ment to  accept  each  other's  coins,  which  is  in  effect  to  recognise  the  cor- 
rectness of  the  assays  made  by  the  respective  Mints,  and  thus  the 
expense  of  a  double  assay  would  be  saved.  But  it  is  not  merely  bj 
increasing  the  difficulty  of  payment  that  diversity  of  coinage  acts  as  an 
impediment  to  foreign  trade.  It  not  only  renders  it  more  difficult  for 
merchants  to  pay  for  what  they  have  purchased,  but  prevents  them  from 
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knowing  where  there  is  a  favourable  opportunity  for  making  a  purchase. 
If  prices  were  quoted  in  all  countries  in  coins  of  the  same  denonunation, 
a  merchant  would  be  able,  on  reading  the  quotation,  to  tell  at  once 
whether  the  difference  between  the  prices  ruling  at  home  and  abroad 
was  sufficient  to  compensate  the  cost  of  carriage. 

Bat  when  the  price  is  expressed  in  coins  with  which  he  is  not  familiar, 
the  figures  do  not  at  once  convey  the  idea  of  a  profit  to  be  made  by 
transmitting  the  goods  in  question,  and  even  though  he  may  think  that 
there  is  a  chance  of  profit,  he  may  not  think  it  worth  while  to  go  through 
a  troublesome  calculation,  the  advantage  of  which  is  problematicaL 
Merchants  who  deal  with  foreign  countries  are  obliged,  of  course,  to  keep 
in  their  employ  foreign  clerks,  whose  business  it  is  to  make  such  calcula« 
tionsy  aud  comparative  tables  have  been  provided  for  the  purpose  of 
abridging  their  labour  as  much  as  possible.  All  this  labour  would  be 
saved  if  an  uniform  coinage  were  adopted  by  all  nations,  and  though  it 
wonid  be  difficult  to  say  how  many  men  would  be  able  to  devote  their 
labour  to  some  more  useful  purpose,  it  is  evident  that  the  saving  would 
be  considerable.  It  does  not  matter  whether  practice  enables  experts  to 
perform  such  calculations  with  great  ease  as  compared  with  persons  who 
are  not  used  to  them,  for  however  slight  may  be  the  labour  involved  in 
each  calculation,  the  total  number  is  enormous,  and  the  amount  of 
labonr  exerted  must  be  considerable,  and  is  wholly  unnecessary.  Mer- 
chants frequently  find  it  necessary  to  send  travellers  abroad  who  are 
better  acquainted  with  the  matters  relating  to  the  commodity  in  which 
they  deal  than  with  the  language  or  the  coinage  of  the  country  which 
they  visit,  and  the  confdsion  arising  from  the  difference  of  coinage 
famishes  a  convenient  excuse  for  any  deficiency  which  may  be  detected 
in  their  accounts.*  We  find,  accordingly,  that  those  who  are  most 
earnest  in  advocating  the  adoption  of  an  uniform  coinage  are  philosophers 
who  regard  it  as  a  means  of  reducing  human  labonr  to  a  minimum,  and 
merchants  who  regard  it  as  a  means  of  extending  foreign  commerce. 
One  effect  of  the  ^diversity  which  at  present  prevails  is,  that  gold  and 
silver  are  coined  much  more  frequently  than  they  need  be.  When  it 
becomes  necessary  to  transmit  a  quantity  of  either  of  these  metals  from 
one  country  to  another  it  is  frequently  done  by  means  of  ingots,  and 
these  ingots,  it  is  pretty  well  known,  are  made  by  melting  down  coin,  so 
that  the  different  Mints  of  the  world  are  employed  in  repeating  work 
which  has  been  already  done.  The  imposition  of  a  seigniorage  would 
greatly  reduce  this  waste  of  labour,  but  would  hardly  be  sufficient  to  do 

*  See  Mr.  W.  S.  Jeffery's  Evidence  in  "  Report  of  International  Coinage  Com- 
mission," Q.  1,122,  etc. 
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away  with  it  altogether.  If  an  uniform  -coinage  were  eBtabliahed,  the 
whole,  or  nearly  the  whole  work  of  coining  would  he  performed  in  the 
countries  which  supply  the  precious  metals ;  and  the  Mints  of  Europe 
would  have  little  to  do  beyond  issuing  new  pieces  in  exchange  for  old 
ones  which  had  been  worn  by  use,  or,  perhaps,  turning  out  small  coin  in 
accordance  with  local  requirements. 

Such  being  the  general  advantages  to  be  gained  from  the  establishmentof 
uniformity,  it  may  be  worth  while  to  devote  some  space  to  the  conflideration 
of  a  scheme  which  has  been  recently  proposed  for  approximating,  if  not 
attaining,  to  this  desirable  object.  In  1865  a  considerable  step  in  this 
direction  was  taken  by  the  condusion  of  the  celebrated  Monetary  Conven- 
tion between  the  four  Governments  of  France,  Belgium,  Switzerland,  and 
Italy,  by  which  they  bound  themselves  to  accept  each  other's  coins  as 
equivalent  to  their  own,  and  fixed  the  weight  and  fineness  of  the  pieces 
which  each  might  thereafter  issue.  The  effect  has  been  that  these  fonr 
countries  may  almost  be  considered  m  one  as  far  as  coins  are  concerned, 
and  all  traveUers  are  aware  that  a  haridfiil  of  silver  coin  received  in  any 
one  of  them  is  sure  to  contain  pieces  which  exhibit  every  variety  of  image 
and  superscription.  Without  abandoning  the  prerogative  of  coining  en- 
joyed by  every  Government,  these  four  States  have  voluntarily  agreed  to 
exercise  it  on  such  conditions  as  to  secure  the  acceptance,  throughout  the 
area  embraced  by  the  convention,  of  every  coin  which  may  be  issued  in 
any  part  of  it ;  and  if  this  area  could  be  extended  till  it  embraced  the 
whole  world,  the  treaty  would  furnish  an  excellent  model  for  an  univereal 
compact  on  the  subject  of  coinage.  To  effect  such  an  extension  was  the 
object  of  the  International  Conference  which  assembled  in  Paris  in 
1867  on  the  occasion  of  the  Exhibition ;  and  though  the  result  has  not 
been  considerable,  yet  the  meeting  together  of  delegates  firom  so  many 
European  and  American  Governments  as  were  there  represented,  marks 
an  era  in  the  progress  of  the  movement.  The  difficulty  of  inducing 
different  Governments  to  adopt  a  common  coinage  was  much  diminished 
in  the  case  of  the  four  parties  to  the  Convention  by  the  fact  that  their 
respective  coinages  were  already  established  on  a  similar  basis,  and  the 
changes  which  had  to  be  made  were  rather  in  matters  of  detail  than  of 
principle.  All  these  countries  maintained,  and  still  nominally  maintain, 
a  double  standard,  and  all  experience  similar  inconvenience  from  the 
cheapening  of  gold  consequent  on  the  Californian  discoveries.  All  of 
them  attempted  to  check  the  disappearance  of  the  silver  coin  by  varions 
means,  and  the  Convention  assimilated  their  policy  by  fixing  the  fineness 
of  the  smaller  coins  at  885  instead  of  900,  as  it  had  formerly  been,  while 
it  left  their  weights  unaltered.  As,  however,  the  silver  5-franc  piece 
still  retained  its  former  fineness,  these  countries  were  exposed  to  the 

Digitized  by  VjOOQIC 


PARIS  MONBTABY  COXFBRBNOB.  421 

danger  of  loBing  their  gold  coin  whenever  anything  oocnrred  to  rednoe 
the  Talne  of  silver  more  than  that  of  gold.  Such  an  occasion  was 
afforded  by  the  expulsion  of  silver  from  the  €tennan  coinage  when  the 
price  of  silver  suffered  a  great  fall ;  and  these  Governments  found  it 
necessary  in  1874  to  conclude  a  supplementary  convention  limiting  the 
amount  of  silver  which  might  be  coined  for  some  time  to  come^  and 
thnsy  for  a  time  at  least,  abandoned  the  system  of  a  double  standard. 
The  hopes  which  have  been  entertained  of  the  accession  of  other 
coontries  to^  the  Convention  have  not  met  with  much  satisfaction. 
Although  treaties  to  this  effect  have  been  concluded  with  Greece, 
Austria,  and  Spain,  each  of  these  countries  still  retains  its  old  coinage, 
and  though  the  first  of  them  has  agreed  to  use  francs  instead  of  drachmas, 
the  agreement  has  only  been  carried  out  in  name,  and  not  in  fact.  The 
notes  issued  by  one  of  the  principal  banks  of  Greece  have  their  amounts 
expressed  in  francs,  but  no  such  coins  as  francs,  or  multiples  of  francs, 
can  be  obtained  by  presenting  the  notes.  In  Spain,  the  introduction  of 
French  coins  only  increases  instead  of  diminishing  the  prevalent  con* 
fusion,  for  as  these  are  of  nearly,  but  not  quite,  the  same  value  as 
Spanish  pieces,  an  occasion  is  afforded  for  many  mistakes  and  some 
cheating. 

The  first  question  which  the  Oonference  had  to  decide  was,  whether  a 
totally  new  system  should  be  introduced,  or  whether  an  attempt  should 
be  made  to  bring  the  existing  systems  into  harmony.  The  superiority 
of  the  latter  plan  was  so  obvious  that  it  was  at  once  adopted,  and  the 
labours  of  the  Conference  resolved  themselves  into  settling  Uie  method  of 
carrying  it  out.  At  first  sight  it  would  seem  to  be 'a  very  easy  matter 
to  assimilate  the  coinages  of  nearly  aU  the  countries  of  the  world.  They 
are  based  upon  one  of  three  units — ^the  pound,  the  dollar,  and  the  franc 
— and  as  the  first  is  very  nearly  equal  to  five  of  the  second,  and  the 
second  equal  to  rather  more  than  five  of  the  third,  it  would  seem  that 
all  that  is  necessary  iis  to  make  such  slight  alterations  as  would  establish 
these  exact  proportions,  and  to  let  the  different  coins  circulate  together. 
Such,  in  fact,  was  the  scheme  which  was  approved  at  the  Conference, 
where  it  was  proposed  that  aU  Gtovemments  should  agree  not  to  issue 
any  gold  coins  which  did  not  correspond  to  the  French  5-franc  piece, 
or  to  multiples  of  five  francs.  If  this  plan  were  generally  adopted,  the 
different  countries  might  still  continue  to  reckon  in  dollars  or  pounds ; 
but  as  the  former  would  be  exactly  equal  to  five  francs,  and  the  latter  to 
twenty-five  francs,  the  gold  coins  of  various  countries  might  be  used  to 
pay  debts  in  places  where  they  would  be  called  by  different  names. 
Such  a  state  of  things  would  be  very  far  from  realising  aU  the  advan- 
tages which  complete  uniformity  would  confer,  but  it  would  be  much 
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more  conyenient  than  that  which  preyails  at  present.  As  prices  woiQd 
be  differently  expressed  in  different  countries,  it  would  still  be  necessaiy 
for  merchants  to  go  through  a  troublesome  calculation  in  order  to  com- 
pare foreign  with  domestic  prices.  If  a  round  sum  were  mentioned,  it 
would  only  be  necessary  to  multiply  or  divide  by  five  or  twenty-five,  as 
the  case  might  be,  but  as  each  country  would  still  retain  its  o^n  silver 
coin,  a  fiirther  calculation  would  be  required  when  any  fraction  of  less 
than  five  francs  was  mentioned.  Travellers,  however,  would  find  a 
great  convenience  in  being  able  to  take  gold  coins  from  one  country  to 
another  without  the  trouble  of  changing  them,  and  the  labour  of  re-ooin- 
ing  gold  which  had  been  already  stamped  by  foreign  Mints  would  be 
dispensed  with.  But  although  the  change  appears  easy,  it  is  perhaps  its 
very  smallness  which  prevents  people  from  adopting  it.  The  income- 
tax  became  more  unpopular  in  proportion  as  its  amount  was  diminished, 
because  the  smaller  the  amount  was  the  more  keenly  the  annoyance 
which  its  collection  entailed  was  felt.  So  it  is  with  the  change  in  the 
coinage.  The  amount  of  gold  in  a  sovereign  is  equal  to  that  which  in 
France  is  coined  into  25f.  22c.,  and  in  order  to  bring  the  sovereign  into 
harmony  with  the  French  coinage  it  must  be  made  equal  to  25f.  exactly. 
If  the  value  of  the  sovereign  were  thus  reduced,  it  would  be  neceseaiy 
to  re-adjust  every  outstanding  account  between  debtor  and  creditor. 
Every  fimdholder,  every  possessor  of  railway  debentures,  every  mort- 
gagee, would  be  entitled  to  a  small  nominal  addition  to  the  interest 
which  he  received  in  order  to  compensate  for  the  change  in  the  coin, 
and  the  labour  involved  in  these  calculations  would  be  immense. 
Where  the  amount  was  too  small  for  the  proportional  addition  to  be 
made  in  any  coin  which  circulated  in  the  country,  one  of  the  parties 
concerned  must  submit  to  a  loss  which,  although  small,  would  be 
inconvenient  to  the  poor  people  concerned.  All  this  inconvenience  might, 
however,  be  avoided  in  the  case  of  England,  by  a  plan  to  be  considered 
farther  on.  But,  in  any  case,  some  change  iii  our  coinage  would  be 
unavoidable,  and  would  have  the  disadvantage  always  attendant  on  an 
innovation.  As  the  French  coinage  already  numbers  gold  pieces  of  5, 10, 
and  20f.,  it  was  determined  at  the  Conference  that  no  pieces  should  be 
issued  which  were  not  multiples  of  5f.,  and  this  Vould  entail  the  aban- 
donment of  the  half-sovereign,  which  is  equivalent  to  12f.  50c.  There 
is  ahready  a  lOf.  piece,  and  a  15f.  piece  may  hereafler  be  issued,  so  that  a 
half-sovereign  being  intermediate  between  the  two,  would  be  perpetually 
liable  to  be  mistaken  for  the  one  or  the  other;  and  this  was  the 
chief  reason  which  led  to  its  condemnation  at  the  Conference.  If,  how- 
ever, English  accounts  were  still  kept  in  pounds  and  shillings,  it  would 
be  rather  inconvenient*  to  have  no  gold  coin  equivalent  to  half  the  unit 
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of  account.  This  inconvenience  wonld  be  done  away  with  if  it  were 
decided  to  make  a  more  sweeping  change,  and  to  substitute  francs  and 
centimes  for  pounds  and  shillings  in  all  accounts ;  and  such  a  change  is 
veiy  desirable  for  another  reason  besides  the  advantage  of  uniformity, 
although,  of  course,  it  would  necessitate  a  great  deal  of  labour  in  the 
first  instance.  It  would  bring  the  advantage  of  a  decimal  coinage,  which 
would  save  all  the  labour  of  division  which  must  now  be  gone  through 
whenever  a  column  of  shillings  or  pence  has  been  added  up,  and  which, 
however  readily  it  may  be  performed  by  practised  accountants,  must  yet 
amount  to  a  large  aggregate.  On  the  other  hand,  the  adoption  of  so 
smaJl  an  unit  as  the  franc  would  considerably  increase  the  labour  of 
writing  where  large  sums  are  concerned ;  where  the  amount  is  expressed 
in  figures,  the  increase  is  not  worth  taking  into  account ;  but  where  it  has 
to  be  written  in  words,  as  must  always  be  done  in  cheques  and  bills,  the 
longer  time  required  for  the  purpose  would  be  a  serious  objection.  This 
objection  would  apply  with  less  force  to  the  introduction  of  dollars  and 
cents.,  which  would  equally  secure  the  advantage  of  a  decimal  coinage ; 
and  perhaps  a  still  better  plan  would  be  to  give  a  new  name  to  the  sum 
of  lOOf.,  and  to  keep  accounts  in  these  units  in  francs  and  centimes. 
The  large  transactions  which  have  now  to  be  recorded  in  civilized  coun- 
tries render  it  desirable  to  use  a  larger  unit  than  even  the  English  pound, 
and  a  lOOf.  would  be  equal  to  four  of  these,  and  would  be  perfectly  com- 
patible with  the  existing  French  coinage.  It  is  to  be  hoped  that  national 
vanity  will  not  interfere  to  prevent  one  nation  from  adandoning  its  own 
system  in  favour  of  a  foreign  one,  and  the  English  system  not  being 
a  decimal  one,  ought,  in  any  case,  to  be  abandoned.  The  great  simplicity 
of  the  French  system  has  induced  me  to  employ  it  throughout  this  work 
for  expressing  weights,  measures,  and  coins.  The  superiority  of  the 
French  system  is  nowhere  more  evident  than  where  we  have  to  deal 
with  the  coins  which  are  all  fixed  so  as  to  correspond  with  easily- 
remembered  weights;  while  the  fineness  is  expressed  by  the  simple 
method  of  giving  the  number  of  parts  of  fine  gold  in  each  thousand  of 
the  whole  weights.  The  standard  adopted  in  France,  and,  indeed,  in 
most  countries,  is  that  of  900  parts  of  fine  gold  and  100  of  alloy, 
while  that  adopted  in  England  is  917  of  fine  gold  and  83  of  alloy, 
which  is  called  in  England  22  carats  fine.  It  would  be  necessary  for 
the  fineness  of  the  sovereign  to  be  reduced  to  900  in  order  to  assimilate 
it  to  the  French  coinage,  and  the  increase  of  the  alloy  being  greater 
than  the  diminution  of  the  gold,  the  new  sovereign  would  be  somewhat 
heavier  than  the  old  one.  So  slight  a  change  would  not  make  any 
material  difference  in  the  durabiUty  of  the  coin,  and  no  objection  raised 
on  such  a  score  would  be  entitled  to  much  consideration.    Some  people 
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may  suppose  that  it  would  be  inconyenient  to  admit  into  circulation 
gold  coins  of  so  smaU  a  size  as  5-franc  pieces ;  but  this  inconTenience 
cannot  be  great,  for  if  the  English  do  not  like  to  use  such  pieces,  they 
need  not  ask  for  them  at  the  banks  or  at  the  Mint ;  and  those  which 
happen  to  be  brought  over  by  foreigners  will  soon  be  sent  abroad  again. 
Switzerland  is  one  of  the  parties  to  the  convention,  and  5-franc  pieces 
are  therefore  allowed  to  circulate  within  it,  but  as  the  Swiss  are  not 
partial  to  these  coins  their  circulation  is  but  small.  After  all  that  can 
be  done  by  treaties  to  establish  uniformity,  the  effects  of  inveterate 
custom  may  still  remain  to  deprive  traders  of  the  full  advantage  which 
might  be  obtained  from  it.  Governments  may  determine  what  coinfi 
shall  be  allowed  to  circulate  within  their  dominions,  but  they  cannot 
compel  private  individuals  to  keep  their  aocountit  according  to  the 
reckoning  prescribed  by  the  coinage.  The  public  accounts  may  be  kept 
according  to  a  new  standard,  but  the  old  one  may  still  be  retained  by 
private  merchants  in  spite  of  the  trouble  required  to  calculate  prices 
when  the  coins  do  not  correspond  with  the  system  used  for  accounts. 
Sixty  years  have  gone  by  since  the  guinea  was  replaced  by  the  sovereign, 
and  yet  we  know  how  many  are  the  cases  in  which  guineas  are  still  paid 
where  sovereigns  would  certainly  be  used  if  no  such  coin  as  the  guinea 
had  ever  existed.  In  other  countries  the  adherence  to  old  customs  has 
been  carried  to  a  much  more  inconvenient  extent.  In  Newfoundland, 
for  instance,  accounts  are  kept  in  pounds  and  shillings,  but  the  nominal 
pound  is  only  equal  to  16s.  8d.  in  actual  coin,  and  a  sovereign  is  suffi- 
cient to  discharge  a  nominal  debt  of  24s. ;  so  that  whenever  coins  are 
transferred,  one-fifth  has  to  be  added  to  their  amount  when  the  transac- 
tion is  entered  in  an  account-book.  Down  to  1878,  the  accounts  of  the 
Bank  of  Hamburgh  were  kept  in  marks,  although  no  such  coin  had 
circulated  in  Hamburgh  or  any  other  part  of  Gtermany  for  centuries;  if, 
indeed,  it  had  ever  circulated  at  all.  At  Ypres,  too,  accounts  are  still 
kept  in  money  which  does  not  correspond  to  any  existing  coin,  although 
in  that  town,  as  in  the  rest  of  Belgium,  all  payments  are  actually  made 
in  francs  or  other  coins  based  upon  the  franc.  A  similar  diflBculty  has 
been  experienced  in  establishing  uniformity  of  weights  and  measures. 
A  clause  of  Magna  Charta  enacted  that  there  should  only  be  one  weight 
and  one  measure  for  the  whole  of  England,  but  although  many  attempts 
have  been  made  to  enforce  this  desirable  uniformity,  it  has  not  yet  been 
established.  Even  now,  the  hundredweight  used  at  Liverpool  is  not 
the  same  as  that  used  in  London,  and  the  modes  of  weighing  coals  are 
diflFerent  in  diflFerent  colliery  districts.  It  would  be  rash,  therefore,  to 
expect  complete  success  for  any  attempt  to  establish  an  uniform  system 
of  accounts  by  force  of  law ;  but  even  partial  success  would  confer  a 
great  benefit  on  the  commercial  community. 
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In  order  to  effect  a  complete  union  among  all  countries,  it  is  necesfiary 
that  all  should  agree  to  adopt  a  common  standard.  The  question  of  the 
best  standard  was  fully  considered  at  the  Conference,  and  a  single  gold 
standard  was  recommended  for  general  adoption.  This  is  the  system 
'  vhich  abeady  prevails  in  England,  but  the  double  standard  is  still 
maintained  in  the  countries  which  are  parties  to  the  Monetary  Conven- 
tion, and  the  incompatibility  of  the  two  systems  was  assigned  by  the 
English  (Jovemment  as  a  reason  for  declining  to  enter  into  the  Monetary 
Union.  As  long  as  the  double  standard  is  maintained  there  is  always  a 
danger  of  one  of  the  two  precious  metals  giving  place  to  the  other,  and 
alret  would  by  this  time  have  expelled  gold  from  the  Monetary  Union 
if  I^;islative  measures  had  not  been  adopted  to  prevent  it.  A  country^ 
which  has  long  been  accustomed  to  a  gold  standard  is  naturally 
nnwilling  to  submit  to  the  inconvenience  of  using  so  bulky  a  metal  as 
sihrer  in  all  large  transactions,  and  the  English  Oovemment  was 
justified  in  refusing  to  expose  its  subjects  to  it.  If  England  had  joined 
the  Union,  but  at  the  same  time  stipulated  that  it  should  not  be  required 
to  accept  silver  coin  in  larger  amounts  than  fifty  francs,  the  advantages 
I  of  uniformity  would  have  been  lost  whenever  the  price  of  silyer  fell 
I  bdow  a  certain  level,  and  it  could  not  then  be  foreseen  that  such  an 
!  event  would  be  followed  by  a  partial  abandonment  of  the  double 
standard  on  the  part  of  the  Monetary  Union.  It  is  much  to  be 
regretted  that  the  abandonment  has  not  been  more  complete,  and  that 
BO  eminent  an  Economist  as  M.  Wolowski  should  haye  come  forward 
to  defend  the  system  at  the  very  time  when  there  was  the  best  chance 
of  overthrowing  it.  Throughout  his  '*  Question  Monetaire "  he  con- 
stantly repeats  that  the  double  standard,  to  some  degree,  protects  a 
country  from  a  change  in  the  value  of  money.  He  compares  it  to  the  use 
of  brass  aad  steel  rods  in  the  gridiron  pendulum.*  If  all  the  rods  were 
made  of  the  same  metal,  they  would  all  expand  and  contract  to  the  same 
extent  as  the  temperature  rose  and  fell,  and  the  rate  of  vibration  would 
be  disturbed.  But  different  metals  are  affected  in  different  degrees  by 
changes  of  temperature,  and  the  disturbance  is  thus  reduced  to  a 
minin^Tim  by  the  Counteracting  influence  of  the  different  rods.  He  tells 
ns  that,  in  the  same  way,  the  repeated  substitution  of  one  metal  for  the 
other  preserves  the  value  of  money  at  the  same  level,  and  points  to  the 
smallness  of  the  variation  in  the  proportion  of  the  two  metals  to  each 
other  as  a  proof  of  the  steadiness  of  the  value  of  money.  But  although 
the  muntenance  of  a  double  standard  has  undoubtedly  had  some  effect 
of  this  kind,  it  has  been  very  small  in  comparison  with  what  has  been 
brought  about  by  more  potent  causes.  In  an  earlier  chapter  I  have 
endeavoured  to  show  that  the  value  of  gold  has  fallen  25  per  cent,  since 
*  '*  Question  Monetaire."    Pnris,  1869.    Page  12. 
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the  Aofitralian  discoveries,  while  the  utmost  extent  of  the  flnetaation  in 
the  price  of  silver  has  not  been  more  than  4  per  cent.  Those  who 
define  value  as  ratio  of  exchange  are  prone  to  imagine  that  they  have 
proved  that  there  has  been  no  great  change  in  the  valae  of  an  article 
when  they  have  shown  that  it  will  purchase  nearly  the  same  quantity 
of  some  other  article ;  but  if  the  definition  which  has  been  employed 
throughout  this  work  be  adopted,  there  can  be  no  danger  of  falling  into 
such  a  mistake.  Comparing  gold  and  silver  with  labour,  we  see  that  a 
given  quantity  of  either  metal  will  now  exchange  for  about  three-fourths 
of  the  quantity  of  labour  which  it  could  formerly  command,  and  that, 
therefore,  both  of  them  have  fallen  in  public  estimation ;  or,  in  other 
words,  that  their  value  has  fallen.  The  fall  would  have  been  greater  if  ! 
all  countries  had  adopted  a  single  gold  standard  before  1848,  but  the 
difference  is  so  inconsiderable  as  hardly  to  be  worth  taking  into  account. 
If  this  diificulty  of  a  difference  in  the  standards  had  been  removed, 
one  great  obstacle  to  the  adhesion  of  England  to  the  Monetary  Union  | 

would  have  been  cleared  away,  and   the  accession  of  so  important  j 

a  commercial  nation  is  almost  essential  to  the  success  of  the  moyement.  i 

One  of  the  reasons  put  forward  in  the  United  States  for  decUning  to  join  | 

the  Union  is,  that  so  large  a  portion  of  American  commerce  is  carried  on 
with  England  that  it  would  be  better  to  wait  till  England  has  set  the 
example,  and  not  to  incur  the  trouble  of  readjusting  their  monetaiy 
arrangements  with  their  most  important  customer.*  This  reason  may 
be  no  more  than  a  convenient  excuse  for  postponing  a  troublesome 
change,  but  it  is  to  be  regretted  that  the  conduct  of  England  should 
furnish  even  an  excuse  for  delay.  The  greater  the  number  of  countries 
which  join  the  Union,  the  greater  becomes  the  inducement  to  other 
countries  to  join  it ;  and  if  England  had  joined  it,  the  Union  might 
have  been  expected  to  grow  larger  and  larger  like  a  rolling  snowball 
Its  backwardness  has  not  only  furnished  to  the  United  States  an  excuse 
for  doing  nothing,  but  has  encouraged  Germany  in  adopting  the  singular 
course  of  completely  revolutionising  its  currency  without  assimflating  it 
to  that  of  any  other  country.  The  States  which  now  compose  the 
German  Empire  formerly  possessed  several  different  systems  of  coinage, 
which  were  reduced  to  a  tolerable  uniformity  by  an  arrangement  con- 
cluded in  1857,  which  established  a  silver  standard  and  three  systems, 
based  respectively  on  the  Austrian  florin,  the  Ehenish  florin,  and  the 
Prussian  thaler.  The  exclusion  of  Austria  from  the  Confederation 
reduced  the  number  from  three  to  two,  and  complete  imiformity  was 

*  See  Mr.  Masgrare^s  Eridence  in  Beport  of  International  Coinage  Oonuniifion, 

Q.552. 
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afterwards  established  by  a  law  which  came  into  force  at  the  commence- 
ment of  1875,  establishing  a  gold  standard,  and  making  a  new  coin,  the 
mark/ the  basis  of  the  coinage.  The  inconvenience  of  a  transition  from 
a  silver  to  a  gold  standard  proved  to  be  considerable,  but  it  was  submitted 
to  for  the  sake  of  obtaining  a  system  more  in  accordance  with  those  of 
other  civilized  countries,  and  it  is  astouishiDg  that  a  government  which 
was  bold  enough  to  adopt  such  a  course  should  have  missed  such  an 
opportunity  of  effecting  a  thorough  union  between  its  own  and  a  foreign 
system  the  merits  of  which  are  beyond  question.  It  would  have  been 
comparatively  easy  for  Germany  to  adopt  the  French  system,  which  it 
could  have  done  with  all  the  more  consistency  as  one  of  the  reasons  put 
forward  for  the  change  was  that  it  was  necessary  in  order  to  i*eoeive 
payment  of  the  French  war  indemnity.  Instead,  however,  of  doing  so,  a 
new  coin,  the  mark,  was  issued,  very  nearly,  but  not  exactly,  correspond* 
ing  to  the  English  shilling ;  and  a  20-mark  piece  was  coined,  which, 
while  too  small  to  be  equivalent  to  the  sovereign,  is  so  nearly  of  the 
same  size  that  it  might  easily  be  mistaken  for  one.  The  mark  was 
adopted  because  it  was  ^  of  a  thaler,  and  a  simple  division  by  three  was 
all  that  was  required  to  briug  old  accounts  under  the  new  reckoning ; 
but  when  it  is  considered  how  much  labour  must  have  been  gone  through, 
even  as  the  case  stands,  and  how  great  was  the  confusion  already  existing 
in  Germany,  where  the  coins  of  every  country  found  a  ready  circulation, 
it  does  seem  that  the  small  additional  trouble  which  the  adoption  of  the 
franc  would  have  caused,  would  have  been  far  outweighed  by  its  subse- 
quent advantages.  Already  there  were  the  English  sovereign,  containing 
7.82  grammes  of  fine  gold,  and  the  United  States'  half-eagle,  containing 
7.52  granmies ;  and  to  these  was  added  the  20-mark  piece  containing 
7.16  granmies,  while  about  the  same  time  the  Japanese  Government  took 
the  opportunity  of  reorganising  its  coinage  to  issue  a  new  5-yen  piece, 
with  7.5  grammes  of  fine  gold.  The  25-franc  piece,  which  was  proposed 
at  the  Monetary  Conference,  would  contain  7.26  grammes  of  fine  gold, 
and  is  thus  intermediate  between  the  German  and  the  Japanese  pieces; 
and  if  it  had  been  already  adopted  by  England,  France,  and  the  United 
States,  it  would  have  been  almost  too  absurd  for  the  German  Govern- 
ment to  issue  a  new  coin  so  nearly,  and  yet  not  quite,  resembling  it. 
The  Japanese  coin  was  probably  intended  to  circulate  along  with  the 
American  half-eagle,  and  the  resemblance  is  close  enough  for  it  to  do  so ; 
but  if  the  half-eagle  had  been  already  replaced  by  the  25-franc  piece, 
so  intelligent  a  people  as  the  Japanese  would  not  have  gone  out  of  their 
way  to  establish  diversity. 

When  the  labours  of  the  Paris  Conference  were  concluded,  the  French 
Government  communicated  the  result  to  all  foreign  powers,  and  requested 
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them  to  state  whether  they  were  willing  to  accede  to  the  .proposed 
arrangement.  The  English  Government,  before  giving  a  final  answer, 
appointed  a  Royal  Commission  to  report  on  the  sabjecfcy  and  the  Bine 
Book  which  records  the  result  of  the  labours  of  the  Commisfiioners  is  a 
valuable  repertory  of  the  arguments  on  both  sides  of  the  question  and  of 
the  facts,  a  knowledge  of  which  is  useful  in  deciding  it.  A  study  of  the 
evidence  taken  by  the  Commissioners  affords  the  best  possible  means  of 
realising  the  advantages  which  would  follow  from  uniformity,  and  shows 
how  much  favour  the  movement  has  already  found  among  the  merchants 
who  are  the  most  interested  in  its  success.  Although  the  witnesses  were 
unanimous  in  desiring  uniformity,  they  were  not  all  in  favour  of  adopt- 
ing the  particular  method  of  obtaining  that  object,  the  feasibility  of  which 
the  Commissioners  were  deputed  to  consider.  The  question  before  them 
was  whether  the  sovereign  should  be  altered  so  that  its  fineness  should 
be  900  instead  of  917,  and  the  quantity  of  pure  gold  which  it  contained 
reduced  from  7.82  grammes  to  7.26  grammes,  and  to  this  question 
several  of  the  witnesses  gave  a  negative  answer.  Mr.  Newmaich's 
evidence  perhaps  affords  the  best  specimen  of  the  views  of  this  party, 
and  it  must  be  admitted  that  proceeding  from  his  premises,  his  conclu- 
sion is  justifiable.  He  assumes  that  the  value  of  the  sovereign  will  be 
reduced  in  proportion  to  the  diminution  of  the  gold ;  that  is  to  say,  by 
about  22  centimes  or  2d. ;  and  he  dilates  on  the  trouble  which  would  be 
caused  by  the  necessity  of  calculating  the  small  additions  which  must  be 
made  to  every  annuity  and  dividend,  and  by  the  disputes  to  which  such 
a  readjustment  might  give  rise.  He  points » out  that  the  proposed 
change  would  not,  after  all,  bring  complete  uniformity,  and  considers  that 
the  advantages  which  partial  assimilation  would  confer  are  not  sufficient 
to  counterbalance  the  inconvenience  of  a  change.  His  evidence,  and 
that  of  other  witnesses  who  spoke  to  the  same  effect,  had  so  much  influ- 
ence with  the  Commissioners  that  they  reported  against  the  change,  and 
the  Government,  acting  on  their  recommendation,  declined  the  proposal 
of  the  French  Government.  This  was  in  1868,  and  no  further  attempt 
has  been  made  to  reopen  the  question.  Yet  it  was  pointed  out  by  some 
of  the  witnesses  that  the  necessity  for  a  series  of  troublesome  oalcula- 
tions  might  be  obviated  by  a  simple  plan  which  would  maintain  the 
sovereign  at  its  former  value  though  it  contained  a  smaller  quantity  of 
gold.  This  plan,  which  was  alluded  to  above,  is  simply  to  impose  a 
seigniorage  so  that  the  value  of  the  coin  may  be  as  much  raised  by  the 
Mint  charge  as  it  is  reduced  by  the  abstraction  of  gold,  and  may  thus 
remain  the  same  as  before.  A  kilogramme  of  gold  900  fine  is  now  coined 
into  122.9  sovereigns,  and,  under  the  new  arrangement,  would  be  coined 
into  124  sovereigns.    All  that  is  necessary  to  preserve  the  value  of  the 
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BOTereiga  at  the  same  level  as  before  is  to  enact  that  a  person  who 
brings  a  kilogramme  of  such  gold  to  the  Mint  shall  only  receive  122.9  of 
the  new  sovereigns  instead  of  receiving  the  whole  number  which  are  coined 
out  of  his  gold.  Of  course,  in  all  such  discussions  it  is  assumed  that  the 
value  of  gold  is  constant,  and  no  one  supposes  that  the  imposition  of  a 
seigniorage  can  give  steadiness  to  the  real  value  of  coin  when  that  of  the 
metal  of  which  it  is  composed  is  subject  to  fluctuations.  All  that  a  seignior- 
age can  do  is  to  fix  the  price  of  gold  measured  in  gold,  or,  in  other  words, 
to  fix  the  proportion  in  which  coin  and  bullion  shall  exchange  for  each 
other.  The  English  Government  does  not  guarantee  its  subjects  against 
aU  changes  in  the  value  of  money,  but  it  does  require  that  debts  shall  be 
discharged  by  means  of  a  definite  quantity  of  gold ;  and  it  would  not 
commit  any  breach  of  faith  if,  while  reducing  the  quantity  which  a  debtor 
is  bound  to  pay,  it  at  the  same  time  provided  that  this  smaller  quantity 
should  be  worth  as  much  as  the  larger  quantity  would  have  been  if  no 
change  were  made. '  By  the  imposition  of  such  a  seigniorage  an  importer 
would  be  forced  to  give  as  much  bullion  for  one  of  the  new  sovereigns  as 
for  one  of  the  old  ones,  although  the  new  one  would  contain  less  gold. 
The  price  of  bullion  would  be  somewhere  about  8,070  francs  the  kilo- 
gramme, instead  of  8,095  francs,  as  at  present,  when  no  charge  is  made 
at  the  Mint,  and  nothing  but  the  small  charge  of  about  5  francs  per 
kilogramme  is  made  by  the  Bank.  Such  a  seigniorage,  being  very  little 
more  than  sufficient  to  defray  the  expenses  of  coining,  would  not  hold 
out  any  great  temptation  to  private  coiners ;  and,  as  it  would  therefore 
be  impossible  for  the  holders  of  bullion  to  get  it  coined  except  at  the 
Mint,  the  market  price  would  conform  to  the  Mint  price,  which  would  be 
nominally  the  same  as  before.  No  one,  therefore,  who  received  one  of 
the  new  sovereigns  as  payment  of  a  debt  of  one  pound  would  hfeve  any 
right  to  complain,  for  it  would  purchase  the  same  quantity  of  bullion  as 
one  of  the  old  ones  would  now  do,  and  whether  the  value  of  gold  fluc- 
tuated or  remained  stationary,  the  possessors  of  coin  would  be  in  the 
same  position  as  they  would  have  been  if  no  alteration  had  been  made. 
As  they  would  not  be  able  to  obtain  by  melting  down  coin  so  large  a 
quantity  of  bullion  as  they  could  before,  it  might  be  provided,  as  has 
been  proposed,  that  the  Bank  should  undertake  to  give  bar-gold  in 
exchange  for  sovereigns  at  the  rate  of  a  kilogramme  for  122.9  sovereignp^ 
which  would  enable  those  who  happened  to  require  bullion  to  obtain  it 
on  the  same  terms  as  before,  without  the  necessity  of  melting  down  coin. 
This  function  is  already  undertaken  by  the  Bank,  and  as  there  would  be 
a  slight  difference  between  the  buying  and  the  selling  price,  it  would 
continue  to  derive  a  profit  from  this  source.  After  describing  this  pro- 
posal, the  commissioners  rejected  it  as  unsatisfactory  on  the  following 
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grounds  : — "If  the  value  of  the  new  com  containmg  112  graiuB  of  fine 
gold  is  to  be  maintained  as  equal  to  that  of  the  existing  sovereign  con- 
taining 118  grains,  by  the  power  which  the  holder  of  it  is  to  have  of 
demanding  from  the  Mint  or  the  Bank  of  England  in  exchange  for  it 
118  grains  of  fine  gold  in  bar  it  is  obvious  that  the  new  coin  beoomes 
only  a  token-coin,  the  value  of  which  is  maintained  by  its  convertibility. 
It  ceases,  however,  to  retain  its  quality  of  being  the  standard  of  value  ; 
and,  in  fact,  118  grains  of  fine  gold  in  bar  are  substituted  for  a  coin 
containing  that  quantity  of  fine  gold  as  the  standard  pound  and  measore 
of  value  in  this  country.    The  reduction  of  the  value  of  the  sovereign 
and  pound  to  the  present  value  of  25  francs  is  essential  to  the  adoption 
of  the  recommendation  of  the  Paris  Conference ;  and  if  this  redaction 
is  made,  we  are  of  opinion  that  compensation  must  be  given  to  the 
holders  of  obligations  expressed  in  terms  of  the  existing  currency,  and 
hence  arises  the  necessity  for  a  readjustment  of  all  statements  of  aooonnt 
and  for  many  very  complicated  arrangements."  (Report,  p.  18.)    What 
the  Commissioners  mean  by  a  token-coin  is  not  quite  clear.    A  token  is 
usually  understood  to  be  a  symbol  of  faith  pledged,  which  wiU  be  kept 
however  much  the  material  symbol  may  have  been  defaced  or  mutilated. 
Silver  coihs  in  this  country  may  be  considered  as  tokens,  for  they  are 
always  received  at  their  full  nominal  rate  however  much  they  may  have 
lost  by  wear.    Bank  notes,  too,  may  be  considered  as  tokens,  for  they 
will  be  honoured  even  though  reduced  to  half  their  size,  if  the  authori* 
ties  of  the  issuing  bank  are  satisfied  that  no  fraud  has  been  committed. 
Such  would  not  be  the  case  with  gold  coin  if  the  proposed  scheme  were 
adopted,  for  they  would  still  be  refused  currency  when  reduced  below  a 
certain  weight  unless  some  alteration  were  made  in  the  law.    The 
Commissioners  apparently  used  the  term  "token"  to  denote  a  coin 
whose  convertibility  causes  it  to  be  worth  more  than  its  weight   in 
bullion ;  and|  as  a  mere  question  of  names,  this  departure  from  estab- 
lished usage  would  be  insignificant.     But  by  a  curious  process  of 
reasoning  they  seem  to  have  satisfied  themselves  that  such  a  token 
cannot  be  a  standard  of  value,  and  while  they  hold  that  after  the  change 
the  standard  would  be  118  grains  of  fine  gold,  they  tell  us,  in  the  same 
breath,  that  a  person  who  receives  a  coin  which  is  equal  in  value  to  this 
quantity  suffers  an  injury  because  he  does  not  receive  that  actual 
quantity.    They  do  not  deny  that  the  power  of  demanding  118  grains 
of  gold  in  exchange  for  a  sovereign  will  make  the  value  of  the  coin  equal 
to  that  of  that  quantity  of  bullion,  but  they  nevertheless  think  that 
creditors  ought  to  be  compensated  for  receiving  a  smaller  quantity  of 
gold  than  that  which  they  lent.    The  State  has  enacted  that  a  certain 
quantity  of  gold  is  necessary  in  order  to  discharge  a  given  debt^  and  has 
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no  right,  in  the  CommiBsioners'  opinion,  to  make  any  change  in  the 
reckoning.  There  was  a  time  when  it  was  of  some  importance  to 
impress  npon  governments  the  propriety  of  maintaining  the  weight  and 
fineness  of  the  coin  in  accordance  with  established  nsage,  bat  at  the 
present  day  there  can  be  no  reason  to  fear  that  the  English  Government 
will  debase  the  coinage  in  order  to  escape  from  a  portion  of  its  liabilities. 
The  Commissioners  might  remember  that  the  sole  reason  why  such 
debasement  is  objectionable,  is,  that  it  compels  debtors  to  give  a  greater 
valne  than  they  have  bound  themselves  to  pay,  and  it  is  strange  indeed 
to  make  this  a  reason  for.  compelling  creditors  to  receive  less  than  they 
have  a  right  to  because  the  weight  of  the  coin  has  been  altered. 

Tlie  inabUity  of  the  Commissioners  to  admit  that  the  quantity  of  gold 
in  the  coin  could  be  reduced  without  a  readjustment  of  all  pecuniary 
engagements  was  the  principal,  if  not  the  sole  reason  for  their  rejecting 
the  scheme,  and  their  decision  is  the  more  to  be  regretted  because  the 
imposition  of  a  seigniorage  is  highly  desirable  in  this  country,  quite  apart 
from  the  advantages  of  assimilating  the  coinage  to  that  of  other 
countries.  Its  imposition,  if  accompanied  by  a  corresponding  reduction 
in  the  contents  of  the  coin,  would  afford  a  favourable  opportunity  for 
undertaking  what  has  for  some  time  been  urgently  required,  a  reforma- 
tion of  the  gold  coin.  Mr.  Jevons,  who  has  given  considerable  attention 
to  the  subject,  and  the  results  of  whose  investigations  appear  in  his 
eridenoe  before  the  Commission,  and  in  a  paper  in  the  journal  of 
the  Statistical  Society  for  the  year  1868,  has  come  to  the  conclusion  that 
about  80  per  cent,  of  the  gold  coin  have  already  been  reduced  below  the 
minimum  weight  at  which  they  are  allowed  by  law  to  circulate.  This 
state  of  things  causes  considerable  loss  to  country  bankers,  and  occasional 
annoyance  to  other  persons  who  happen  to  come  into  possession  of  light 
ooin.  To  call  in  all  the  light  pieces  and  to  give  the  holders  new  ones 
in  exchange  would  inflict  considerable  expense  on  the  Government ;  but 
the  reduction  of  the  gold  in  the  coin  affords  an  opportunity  for  effecting 
the  operation  not  only  without  loss  but  with  profit.  It  appears  from 
Mr.  Jevons'  calculations  that  70  per  cent,  of  the  existing  sovereigns  are 
too  heavy  to  circulate  as  25-franc  pieces ;  that  25  per  cent  are  of  the 
right  weight,  and  only  6  per  cent,  too  light.  The  profit  which  would 
be  derived  by  the  Mint  from  melting  down  the  heavy  pieces  would 
be  more  than  sufficient  to  pay  the  expenses  of  the  new  coinage  and 
the  withdrawal  of  the  light  coin  from  circulation.  The  subsequent 
maintenance  of  a  seigniorage  would  prevent  the  future  melting  of 
the  coin,  and  would  furnish  the  Qovemment  with  a  fund  for  bearing 
part,  at  least,  of  the  expense  of  giving  new  coins  in  exchange  for  worn 
ones  if  such  a  policy  should  be  decided  upon. 
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There  is  a  question  connected  with  this  subject  which  many  people 
have  been  puzzled  to  answer,  and  which  is  sometimes  put  in  such  a  way 
that  it  is  impossible  to  answer  it.  A  sovereign  contains  as  mach  gold 
as  25f.  22e.,  and^  therefore,  in  a  country  where  neither  English  nor 
French  coin  circulate,  it  would,  if  bought  as  bullion,  fetch  the  same 
price  as  25f.  22c.  in  French  coin.  We  therefore  say,  and  say  correctly, 
that  the  soyereign  is  equal  in  value  to  25f.  22c.  Under  the  new  scheme 
it  is  proposed  that  a  sovereign  shall  be  made  exactly  equal  to  25f.,  and 
shall  be  received  in  payment  of  that  amount  both  in  France  and  England. 
The  opponents  of  the  change  say  that  the  value  of  the  sovereign  will  be 
proportionately  reduced,  and  endeavour  to  place  those  who  would  avoid 
this  result  by  means  of  a  seigniorage  on  the  horns  of  a  dilemma.  The 
sovereign,  they  say,  is  now  equal  to  26f.  22c.,  but  the  new  sovereign  will 
be  only  equal  to  25f. ;  and  they  ask.  How  is  it  possible  for  the  new 
sovereign  to  be  at  the  same  time  equal  to  the  old  sovereign,  and  equal 
to  25f.,  which  are  not  equal  to  the  old  sovereign  ?  If  two  things  are 
unequal  to  each  other,  how  can  a  third  thing  be  made  equal  to  each  of 
them  ?  It  is  obvious  that  to  the  question  thus  put  no  answer  can  be 
given,  but  there  are  two  loopholes  open  for  escaping  from  the  difficulty. 
One  is  suggested  by  Mr.  Hendriks  in  a  paper  included  in  the  report 
above  referred  to  (page  148).  He  tells  us,  that  though  the  sovereign 
contains  as  much  gold  as  25f.  22c.,  it  is  not  worth  so  much  because  it 
can  be  obtained  from  the  Mint  at  a  much  smaller  charge  than  20f.  pieces 
can  be  obtained  from  the  French  Mint.  The  actual  charge  made  by  the 
French  Mint  is  only  6f.  70c.  per  kilogramme,  which  is  hardly  more  than 
the  charge  made  by  the  Bank  of  England,  to  which,  and  not  to  the 
Mint,  bullion  imported  to  England  is  almost  always  taken.  But, 
according  to  Mr.  Hendriks,  so  long  a  delay  must  be  submitted  to  before 
the  importer  of  bullion  receives  his  coin,  that  a  serious  addition  to  the 
cost  of  obtaining  coin  is  occasioned  by  the  loss  of  interest  during  the 
time  that  the  gold  is  kept  at  the  Mint.  Before  1850  this  delay  did  not 
exceed  eight  days,  but  the  Califomian  discoveries  brought  such  an 
enormous  amount  of  work  to  the  French  Mint,  that  it  was  found 
impossible  to  deliver  the  coin  so  quickly,  and  a  decree  was  issued 
relieving  the  Mint  from  the  obligation  of  coining  more  than  l,0OO,0O0f. 
a  day.  Between  1850  and  1857,  the  delay  often  amounted  to  more  than 
two  months,  and  calculating  the  rate  of  interest  at  5  per  cent,  per 
annum,  it  would  appear  that  the  value  of  coin  must  thus  have  been 
raised  1  per  cent,  above  that  of  bullion.  One  per  cent  is  veiy  nearly 
the  extent  of  the  proposed  reduction  in  the  contents  of  a  sovereign ;  and 
thus,  if  we  follow  Mr.  Hendriks,  we  get  out  of  the  difficulty  by  supposing 
that  the  sovereign  is  at  present  equal  to  25  francs^  not  to  25f.  22c.> 
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whidi  contain  as  muoh  gold  as  it  does.  ThuB,  both  the  old  and  the  new 
BOTereign  are  eqoal  to  2bt.,  bat  the  latter  ia  in  moie  perfect  harmony 
with  the  French  coinage  ;  and  if  this  view  be  correct,  there  is,  of  oonrse, 
no  occasion  for  compensation.  Unfortunately,  howeyer,  it  appears  from 
Mr.  Seyd's  '^Qnestion  of  Seigniorage"  that  this  state  of  things 
no  longer  prevails,  and  that  the  French  Mint  has  for  many 
years  past  retnmed  coin  for  bullion  after  a  very  short  delay,  so 
that  nothing  like  one  per  cent,  can  be  allowed  for  loss  of  interest. 
While  the  substitution  of  gold  for  silver  was  in  progress,  the  Mint  was 
heavily  taxed,  for  the  whole  coinage  required  to  be  renewed ;  but  now 
that  the  substitution  has  been  completed,  there  is  no  extraordinary  press 
of  work  at  the  Mint,  and  though  the  decree  of  1850  is  still  in  force,  its 
provisions  do  not  oppose  any  impediment  to  the  public.  We  are  thus 
constrained  to  admit  that  the  old  sovereign  is  equal  to  25f.  22c.,  while  the 
new  one  would  only  be  equal  to  25f. ;  but  even  this  does  not  establish 
the  conclusion  that  the  two  are  unequal,  for  there  is  still  another 
aitemative,  that  the  value  of  the  franc  will  be  raised  when  the  new 
system  comes  into  operation.  If  the  English  Government  imposes  a 
seigniorage  it  will  be  almost  necessary  for  the  French  Government  to 
impose  one  of  equal  amount  if  the  coins  of  both  countoies  are  to  drcu- 
late  together.  Otherwise,  the  Mint  which  makes  the  lowest  charge  will 
be  required  to  do  all  the  work,  and  the  English  seigniorage  would 
become  inoperative  from  the  want  of  bullion  on  which  to  levy  it.  The 
matter  would,  no  doubt,  be  arranged  by  treaty  if  at  any  future  time 
England  should  consent  to  join  the  Monetary  Union.  If  England  charged 
a  seigniorage,  and  France  did  not,  the  gold  coins  would  still  be  of  equal 
value  in  both  countries,  for  a  seigniorage  does  not  raise  the  value  of  a 
coin  when  compared  with  other  coins  in  circulation  at  the  same  place^ 
but  only  afifects  the  price  of  bullion  in  the  country  where  it  is  imposed. 
If  France,  as  might  be  expected,  should  impose  a  seigniorage  equal  to 
the  English  rate,  the  value  of  the  franc  would  be  as  much  raised  as  the 
weight  of  the  sovereign  was  diminished,  and  25f.  being  worth  as  much  as 
25f.  22c.  were  worth  before,  would  be  equal  to  the  sovereign  whose  value 
had  remained  unaltered.  It  will  be  seen  that  though  on  this  plan  no 
readjustment  of  bargains  would  be  necessary  in  England,  yet^  as  the 
value  of  the  franc  would  be  increased,  strict  equity  would  require  that 
French  debtors  should  be  compensated  for  the  increased  burden  which 
would  be  laid  upon  them.  The  conclusion  is  inevitable,  for  it  would  be 
utterly  inconsistent  to  make  the  imposition  of  a  seigniorage  a  ground  for 
rejecting  the  claims  of  English  creditors^  and  not  to  admit  it  as  a  ground 
for  compensating  French  debtors.  The  question  is  one  which  interests 
Frenchmen  rather  than  Englishmen;  but,  although  in  strict  equity 
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the  claim  is  irresistible^  we  may  see  reasons  why  it  is  not  likely  to 
assume  so  much  promineuce  as  the  similar  claim  which  has  been  dis- 
cussed in  England.  In  the  first  place,  the  French  people  have  already 
been  forced  to  submit  to  a  delay  in  coining,  which  has,  as  had  been  said, 
practically  amounted  to  a  seigniorage  as  high  as  the  one  proposed,  and, 
at  the  time  when  this  was  the  case,  no  compensation  was  given  to 
debtors.  In  the  second  place,  there  will  be  no  actual  alteration  in  the 
French  coin ;  and,  as  the  law  entitles  the  creditor  to  a  certain  quantity  of 
gold,  and  does  not  provide  that  no  change  shall  be  made  in  the  roles  of 
the  Mint,  the  letter  of  the  bond  will  be  adhered  to  if  he  still  receives 
the  same  quantity  of  coin.  However  this  point  may  be  settled,  it  is 
evident  that  if  the  sovereign  be  unequal  to  the  25f.  piece,  the  one  cannot 
be  substituted  for  the  other  without  loss  or  trouble  being  imposed  upon 
somebody ;  and  it  is  to  be  hoped  that  somebody  will  consent  to  bear 
it  for  the  sake  of  the  general  advantage  to  be  derived  from  the  change.  A 
generation  which  has  undergone  a  fall  of  25  per  cent,  in  the  value  of 
gold  without  any  general  revision  of  contracts,  might  consent  to  submit 
to  an  alteration  of  one  percent,  in  the  value  of  the  coin. 

As  the  labours  of  the  Paris  Conference  have  resulted  in  the  elaboration 
of  a  scheme  which,  if  adopted,  would  harmonise  the  existing  currencies 
of  nearly  the  whole  world,  it  is  hardly  desirable  for  the  advocates  of 
unifomuty  to  set  to  work  to  invent  a  new  system  which  is  to  take  the 
place  of  all  those  which  are  now  in  use.     M.  Chevalier  has  proposed 
that  the  unit  should  be  a  coki  containing  ten  grammes  of  pure  gold, 
which  he  favours  merely  on  account  of  its  fitting  in  with  the  metric 
system.    On  a  former  occasion  he  objected  to  the  abandonment  of  silver 
as  a  standard  of  value,  because  the  silver  franc  consisted  of  exactly  U 
grammes  of  pure  silver,  while  the  gold  franc  does  not  contain  such  an 
easily-remembered  amount.    Dr.  Farr  proposes  to  take  as  the  unit  a  coin 
weighing  8  grammes,  and  consisting  of  gold  900  fine.     It  is  to  be 
regretted  that  the  25f.   piece  would  not   exactly  correspond  to  this 
description,  as  one  hundred  and  twenty-four  of  them  would  weigh  a 
kilogramme — not  one  hundred  and  twenty-five,  as  would  be  the  case 
with  the  coins  proposed  by  Dr.  Farr.    A  very  sUght  alteration  woald  be 
required  to  bring  the  pieces  to  this  exact  weight ;  but  as  the  kilogramme 
would  then  be  coined  into  8,125  francs  instead  of  8,100  francs,  the  whole 
question  of  compensation  would  be  reopened.    Either  of  these  schemes 
would  deserve  consideration  if  all  nations  were  prepared  to  enter  on  a 
new  course,  but  the  difficulty  of  inducing  them  to  make  even  a  slight 
change  is  so  great  that  little  can  be  gained  by  preparing  a  scheme  for 
a  complete  revolution.    The  advantages  of  a  decimal  coinage  have  often 
been  dwelt  on^  and  some  schemes  have  been  proposed  for  introducing  it 
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into  England  withont  doing  more  violence  than  necessary  to  the  existing 
system.  That  which  has  obtained  most  favonr  is  known  as  the  pomid 
and  mil  scheme,  by  which  it  was  proposed  to  divide  the  ponnd  into 
1,000  mils  instead  of  960  &rthings,  but  to  make  no  alteration  in  the 
valae  of  the  shilling  or  of  any  larger  coin.  This  scheme  would  have 
had  the  disadvantage  of  disturbing  the  numerous  small  bargains  con- 
cluded among  the  poorer  classes,  who  would  gain  very  little  by  the 
new  arrangement.  Mr.  Musgrave,  the  Governor  of  South  Australia, 
snggests*  that  a  half-sovereign  should  be  called  a  pound,  and 
accounts  should  be  kept  in  these  and  in  shillings.  AU  that  would  be 
necessary  to  bring  old  accounts  into  the  new  system  would  be  to 
divide  by  two.  Another  scheme  has  been  proposed  which  would  leave 
the  penny  unaltered  and  raise  the  pound  so  as  to  be  equal  to  250 
pence,  or  1,000  farthings.  This  scheme,  while  it  would  not  inflict 
much  inconvenience  on  the  poorer  classes,  and  would  in  many  respects 
1)6  convenient  to  the  whole  community,  would  yet  cause  a  great  ieei  of 
trouble  in  recalculating  all  considerable  payments,  while  it  would  not 
quite  bring  the  sovereign  into  harmony  with  the  American  half-eagle, 
which  would  closely  resemble  it.  It  may  be  said  generally  of  all  these 
schemes,  that,  whatever  their  individual  merits  may  be,  none  of  them 
can  compare  with  that  proposed  at  the  Paris  Conference  in  any  of  the 
requisites  for  a  great  monetary  reform. 

♦  Studies  on  Political  Bconomy,  1876,  p.  42, 
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CHAPTEB  IX.— BATE  OF  INTEREST, 

PEOHIBITION  OF  USUEY — ^INTEBEST  ON  STOCKS — BATE  OF  DISOOUST— 
6T00K  BZOHANGE  BPBOULATION — ^FOBEiaiT    INYESUCBNTS. 

Ik  every  coantry  there  has  probably  been  a  time  when  the  lending  of 
money  at  interest  has  been  discouraged,  either  by  law  or  by  opinion. 
It  is  well  known  how  the  Jewish  law  prohibited  the  Jews  firom  taking 
nsnry  except  from  foreigners,  who  were  not  considered  to  be  entitled  to 
the  same  consideration  as  fellow-citizens.  It  is  cnrions  that  when  the 
Jews  were  scattered  throughout  Christendom  they  should  have  been 
enabled  to  carry  on  this  very  business  by  this  exception  in  regard  to 
foreigners,  whUe  the  Christian  Goyemments  allowed  them  a  yirtual 
monopoly.  It  was  sinful  according  to  the  opinions  prevalent  in  the  middle 
ages  for  a  Christian  to  lend  money  on  usury,  and  Christians  were  there- 
fore forbidden  to  do  so ;  but  as  the  Jews  were  ah:eady  damned  on  account 
of  their  creed,  it  was  not  thought  worth  while  to  prevent  them  from 
committing  one  sin  more,  and  they  were  accordingly  allowed  to  engage 
in  the  business.  The  monopoly  which  they  thus  enjoyed  must  no  doubt 
have  greatly  contributed  to  secure  them  wealth  and  influence.  Aristotle,* 
as  is  well  known,' considered  that  usury  ought  to  be  altogether  pro- 
hibited as  a  dishonourable  practice,  and  one  which  was  altogether 
against  nature.  He  considered  it  legitimate  for  traders  to  make  a  profit 
by  supplying  commodities  to  consumers,  but  he  thought  that  merely 
lending  money  was  not  increasing  the  stock  of  commodities,  but  was 
making  a  profit  at  the  expense  of  other  people.  He  doubtless  would  not 
have  objected  to  a  person  receiving  money  for  the  hire  of  a  house,  and 
yet  the  gain  which  is  thus  made  is  obtained  at  the  expense  of  the  hirer 
quite  as  much  as  the  interest  on  a  loan  at  the  expense  of  the  borrower. 
When  a  man  borrows  money,  he  generally  spends  it  on  commodities,  and, 
by  means  of  these,  obtains  a  profit  which  enables  him  to  pay  the  inte- 
rest ;  and  it  can  make  no  difference  whether  the  purchase  is  effected  by 
the  lender  or  the  borrower.  In  either  case,  what  the  borrower  wants  is 
the  commodity,  and  he  accepts  money  as  the  most  convenient  means  of 
procuring  what  he  requires.  If  he  spends  it  in  the  purchase  of  a  house, 
he  wiQ  be  able  to  let  the  house  for  an  annual  rent ;  and  if  he  were  not 
required  to  pay  interest  he  would  make  a  considerable  profit,  and  would 
yet  be  able  at  any  time  to  obtain  by  selling  the  house  a  sum  sufficient  to 

*  PolitioB,  Book  L,  chap.  10  (Ckmgreve*8  Edition). 
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repay  the  loan.  The  lender,  on  the  ether  hand,  having  parted  with 
his  money,  would  be  deprived  of  a  similar  opportunity  of  making  a 
profit ;  so  that  lending  without  interest  would  be  in  effeot  giving  away 
something  in  addition  to  the  amount  of  the  loan.  Money  does  not 
breed  money,  but  it  is  not  therefore  unnatural  to  make  money  bring  in 
money,  for  it  enables  its  possessor  to  buy  plants  or  animate  which  will 
breed  aooording  to  their  kind,  and  the  profit  which  may  be  thus  secured 
being  obtained  at  the  lender's  expense,  there  is  no  reason  why  the  bor- 
rower should  not  compensate  him  for  the  sacrifice  undergone.  The  pre* 
jndice  which  has  always  existed  against  money-lending  is  mainly  due 
to  the  £act  that  those  who  engage  in  it  seem  to  make  a  living  by  taking 
advantage  of  other  people's  necessities ;  and,  as  for  as  concerns  the  lowest 
class  of  these  dealers,  the  opinion  is  probably  well-founded.  The  money- 
lenders who  send  circulars  to  young  officers  and  undergraduates,  ofBor- 
ing  to  lend  money  on  personal  security,  cannot  be  actuated  by  a  mere 
desire  to  obtain  a  living  by  supplying  the  wants  of  other  people.  It  is 
clear  £rom  the  way  in  which  these  offers  are  worded  that  they  desire  to 
tempt  imprudent  young  men  into  extravagance  in  order  that  they 
themselves  may  obtain  a  profit  by  ruining  their  unfortunate  customers, 
or  by  working  on  the  feelings  of  parents  or  others  who  are  interested 
in  them.  It  is  not,  however,  because  they  lend  money,  but  because  they 
try  to  tempt  others  to  run  into  debt  that  they  are  justly  r^arded  as  a 
disreputable  class  of  men.  The  same  stigma,  in  &ct,  attaches  to  another 
class  of  men  who  tempt  people  to  extravagance  by  supplying  them  with 
commodities  on  credit.  The  tallymen  who  induce  the  wives  of  miners 
to  buy  dresses  and  other  articles  on  credit,  promising  that  they  will 
never  importune  for  payment,  and  who  then  transfer  the  debt  to  a  third 
party  who  sues  for  the  money,  are  justly  regarded  as  a  public.nuisance, 
who  ought  to  be  as  fEU*  as  possible  discouraged  by  law.  But  the  mere 
lending  of  money,  or  of  money's  worth  to  be  repaid  with  an  addition,  does 
not  in  itself  constitute  an  injury  to  anyone,  but  confers  a  benefiton  both 
parties  concerned.  Tbe  debtor  has  to  pay  more  than  he  receives,  but 
the  loan  either  enables  him  to  secure  a  profit,  or  saves  him  from  incurring 
a  loss.  In  most  cases  where  high  interest  is  paid,  the  loan  is  required  to 
avoid  the  necessity  of  selling  commodities,  and  everyone  knows  how 
enormous  is  the  loss  consequent  on  a  forced  sale.  When  the  goods  of  a 
bankrupt  are  sold  by  auction,  it  is  thought  a  great  piece  of  luck  if  they 
realise  three-quarters  of  the  usual  price.  By  borrowing  money  for  three 
months,  a  tradesman  may  avoid  the  necessity  of  such  a  sale,  and  even  if 
he  has  to  pay  interest  at  the  rate  of  40  per  cent,  per  annum, 
he  will  only  lose  10  per  cent,  instead  of  25  per  cent.  While,  therefore, 
such  an  arrangement  is  profitable  to  the  borrower,  it  is  advantageous 
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to   th6   lender,  and  need    not   bring   in    any   extraordinaiy 
to    thofie   who    carry   on   the   businesg.     The   profit   on   a  single 
traofiaction  appears  large,  bat  there  is  a  considerable  risk  in  a  busi- 
ness where  unnsaally  high  rates  are  charged ;  and,  in  fact,  the  rates 
are  made  high  in  order  that   repayments   by  solvent  debtois  may 
compensate  the  losses  sustained  in  cases  where  the  debtors  are  inaolvent 
or  dishonest.    The  legal  prohibition  of  nsury  tends  rather  to  i^graYate 
the  hardships  of  the  debtors,  for  it  introduces  further  risk  against  which 
the  lender  must  guard  himself,  viz.,  the  loss  inflicted  by  the  legal 
penalty  if  the  transaction  is  detected.     They  can  only  protect  thom- 
selyes  by  charging  a  higher  rate ;  so  that  in  this,  as  in  so  many  other 
instances,  the  interference  of  the  Goyemment  only  injures  those  whom 
it  is  intended  to  relieve.  A  loan  is  a  transaction  which  it  is  so  easy  to  keep 
secret  that  it  is  practically  impossible  for  a  law  against  usury  to  be  en- 
forced ;  and,  indeed,  it  frequently  happens  that  the  very  government  whicli 
forbids  usury  is  obliged  to  borrow  money  at  high  rates  &om  the  very  men 
whose  business  it  seeks  to  annihilate.    The  fiacility  of  evasion  empties 
equally  to  all  laws  for  regulating  the  rate  of  interest,  which,  so  &r  as 
they  have  any  eflTect  at  all,  defeat  their  own  end.  Money-lending  must  be 
carried  on,  and  must,  therefore,  bring  a  profit  to  those  engaged  in  it, 
and  competition  will  insure  that  the  rates  charged  will  not  be  higher 
than  is  required  to  bring  profits  in  the  trade  to  the  same  level  as  in  other 
trades,  regard  being  had  to  its  peculiar  disadvantages.    The  law  cannot 
enable  the  average  borrower  to  obtain  money  on  terms  which  are  not 
profitable  to  the  lenders,  and  on  terms  which  are  profitable  he  will 
always  be  able  to  borrow  without  the  assistance  of  the  law.    If  the  I^ 
rate  be  fixed  above  that  which  is  usually  charged,  the  law  may  remain 
harmless  so  long  as  it  is  inoperative;  but  whenever  it  becomes  necessary 
to  exceed  the  legal  maximum,  the  debtors  must  suffer  an  additional  Iosb 
in  order  to  compensate  the  risk  incurred  by  breakmg  the  law.  The  dietiess 
occasioned  by  the  conmiercial  crisis  of  1825  was,  as  Tooke  tells  us,  much 
aggravated  by  the  usury  laws.    At  that  time  it  was  illegal  to  lend  money 
at  a  higher  rate  than  5  per  cent.,  and  although  it  was  commonly  lent  at 
higher  rates,  respectable  establishments  like  the  Bank  of  England  did 
not  venture  to  break  the  law.    At  the  time  of  the  crisis  it  was  impofisible 
for  these  banks  to  lend  at  5  per  cent,  in  sufficient  quantities  to  supply 
the  wants  of  borrowers,  though  they  might  have  been  able  to  do  so  at  7 
or  8  per  cent.,  and  they  were  therefore  obliged  to  refiise  many  applica- 
tions.   Those  who  were  thus  refused  were  not  thereby  enabled  to  obtain 
money  on  &vourable  terms,  but  were  obliged  to  borrow  at  30  or  even  40 
per  cent,  from  a  less  scrupulous  class  of  money-lenders,  and,  in  the  last 
resort,  to  sell  their  wares  at  a  much  greater  sacrifice.   A  great  alteration 
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was  made  in  these  laws  in  1839,  whefi  oommercial  bills  were  exempted 
from  their  operation,  and  a  further  change  was  made  in  1854,  when 
mortgages  were  similarly  exempted.    This  amomited  to  their  virtual 
repeal,  though  there  is  still  a  class  of  cases  in  which  the  law  endeavours 
to  protect  debtors  against  the  consequences  of  their  poverty.    It  still 
forbids  pawnbrokers  to  charge  more  than  5  per  cent,  interest  on  their 
advances,  and  this  last  relict  of  the  usury  laws  has  met  with  the  approval 
of  Mr.  Rogers,  who  speaks  of  it  as  follows  : — "  The  law  controls  certain 
trades,  regulating,  for  example,  the  hours  during  which  public-houses 
may  be  opened ;  determining  the  rates  of  interest  which  pawnbrokers 
may  exact  on  pledges ;   fixing  the  maximum  fare  which  public  con- 
veyances can  charge  for  the  services  which  they  render.    In  these  and 
many  other  cases  which  might  be  cited,  the  Government  is  rightly 
occupied  in  protecting  the  weak  against  the  strong ;  in  preventing  the 
holder  of  a  supply,  the  demand  for  which  is  urgent  and  temporary,  from 
taking  advantage  of  the  position  which  he  occupies."    (Manual,  p.  285.) 
Yet  the  same  reasons  which  have  been  urged  to  show  that  the  rate  of 
interest  on  ordinary  loans  cannot  be  regulated  by  the  State  for  the 
benefit  of  debtors,  are  equally  applicable  to  the  case  of  pawnbrokers. 
They,  like  other  lenders,  must  charge  such  a  rate  as  will  bring  them  in 
an  adequate  profit,  and  their  competition  will,  as  in  other  trades,  fix  the 
rate  at  such  a  point  as  to  bring  in  ordinary  profit.    If  5  per  cent,  were 
too  low  for  this  purpose,  pawnbroking  would  not  be  carried  on  ;  and,  in 
point  of  fiEU^,  means  are  devised  for  evading  the  provisions  of  the  law, 
strict  as  they  appear.    One  obvious  method  would  be  for  the  pawnbrokers 
to  advance  a  smaller  sum  than  the  goods  are  worth,  and  to  take  the 
chance  of  their  not  being  redeemed ;  and,  to  prevent  this,  the  law  requires 
that  the  goods,  if  not  redeemed  within  12  months,  shall  be  sold  by 
auction,  and  that  the  excess  of  the  price  which  they  fetch  over  the 
amount  of  the  loan -shall  be  restored  to  the  person  who  pledged  them. 
In  fact,  however,  these  persons  very  seldom  exercise  this  right,  and 
pawnbrokers,  no  doubt,  make  a  considerable  profit  in  this  way  beyond 
what  the  law  intended  that  they  should.    They  also  make  something  by 
charging  for  the  ticket  which  they  give  whenever  an  article  is  pledged, 
and  by  requiring  the  customer  to  take  a  number  of  tickets  when  several 
articles  are  pledged  at  the  same  time,  although  one  would  be  sufficient. 
Other  laws  might  be  devised  to  prevent  these  evasions,  but  a  law  is  of 
little  use  when  those  for  whom  it  is  intended  have  not  the  means  or  the 
inclination  to  put  it  in  force  ;  and  even  if  a  law  could  be  framed  which 
it  would  be  impossible  to  evade,  it  could  only  secure  to  necessitous 
persons  the  choice  between  pledging  their  goods  on  such  terms  as  would 
make  pawnbroking  profitable,  or  going  without  accommodation  of  this 
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kind.  In  this  latter  alternative,  those  who  would  otherwise  have  pledged 
their  goods  would  be  forced  to  sell  them,  and,  in  so  doing,  would  suffer 
a  much  heavior  loss  than  they  would  have  done  if  allowed  to  pledge 
them  on  such  terms  as  could  be  obtained.  The  French  Qovemment 
does,  indeed,  meet  the  diflBlculty  by  establishing  a  pawnshop  at  its  own 
expense ;  and,  of  course,  a  government  institution  can  be  carried  on  at  a 
loss,  and  can  confer  some  benefit  on  necessitous  persons  by  giving  them 
more  fevourable  terms  than  they  could  otherwise  obtain.  But  as  the 
loss  incurred  through  such  an  establishment  must  be  made  up  out  of  the 
public  taxes,  the  burden  is  only  shifted,  and  the  pressure  of  heavier 
taxation  tends  to  produce  poverty,  to  the  same  extent  as  relief  is  afforded 
by  the  pawnshop. 

Bentham's  "  Defence  of  Usury  "  contains  a  most  forcible,  and,  at  the 

same  time,  entertaining  exposition  of  the  causes  which  render  all  attempts 

to  regulate  the  rate  of  interest  either  mischievous  or  nugatory.    He 

points  out  that  where  loans  are  recognised  by  men  of  businesB,  they  can 

obtain  what  they  want  at  a  heavy  sacrifice  without  violating  the  law, 

by  the  simple  process  of  selling  securities  at  a  low  price  on  condition  of 

receiving  ready  money.    It  is  customary  when  stocks  are  sold  to  charge 

a  higher  price  if  payment  is  not  to  be  made  until  the  end  of  a  fortnight 

or  amonth,  and  the  difference  between  the  credit  price  and  that  paid 

for  immediate  delivery  varies  with  the  rate  of  interest  prevailing  at  the 

time,    A  holder  of  stock  may  sell  it  for  ready  money,  and  agree  to  pay 

back  an  equal  amount  a  month  afterwards  at  an  increase  of  one  per  cent., 

in  which  case  the  loss  incurred  is  as  great  as  by  borrowing  at  the  rate  of 

12  per  cent,  per  annum.     Tet  here  the  law  can  hardly  interfere  to 

dictate  the  prices  at  which  particular  stocks  shall  be  sold  for  immediate 

delivery  or  at  the  end  of  the  month.    The  commercial  crisis  of  1825 

afforded  an  example  of  this  mode  of  evading  the  law,  for  the  divergence 

between  the  two  prices  of  consols  was  remarkably  great.    Adam  Smith 

thought  that  a  legal  maximum  was  not  altogether  undesirable,  and  that 

if  it  were  not  placed  too  low,  it  would  affect  no  one  except  profligates 

and  projectors,  and  that,  by  discouraging  these  dasses,  it  would  prove  to 

some  extent  beneficial.    Bentham  replied  that  as  to  projectors  it  would 

be  most  dangerous  for  the  State  to  impose  any  artificial  impediment  to 

their  success,  because  every  new  invention  must  be  brought  in  by  a 

projector,  and  if  no  new  inventions  could  be  carried  into  practice,  aociety 

would  stagnate.    He  admitted  that  it  must  always  be  a  hasardoiis 

undertaking  to  lend  money  to  a  projector,  but  he  pointed  out  that 

though  this  was  a  sufficient  reason  why  cautious  people  should  not  lend 

to  projectors  at  the  usual  rate,  it  was  no  reason  why  those  who  chose  to 

ruA  the  risk  should  not  be  allowed  to  do  so,  or  why  projectors  should  be 
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foroed  to  pay  more  than  sufficient  to  compensate  the  extra  risk.  He 
urged  that  societj  had  already  received  an  immense  benefit  from 
projectoiBy  and  that  there  was  everj  reason  to  expect  that  the  projectors 
of  the  fdtare  would  not  prove  inferior,  bat  would  far  surpass  the  projec- 
tors of  the  past.  In  our  own  time  we  have  heard  much  of  the  evils 
consequent  on  the  rapid  extension  of  limited  liability  companies,  but 
whatever  ground  there  may  be  for  these  complaints,  .no  one  would  wish 
to  be  without  the  railways,  steamers,  and  telegraphs,  which  we  owe  to 
projeotors ;  and  all  will  admit  that  Bentham's  expectations  have  been 
folly  realised.  As  for  profligates,  Bentham  urged  that  regulating  the 
tate  of  interest  would  not  prevent  them  from  borrowing  money  as  long 
ss  th^  had  any  security  to  offer,  and  that  if  they  had  no  security  they 
would  not  be  able  to  borrow  it  in  any  case.  If  they  could  not  borrow 
tbey  could  obtain  money  by  selling  whatever  property  they  possessed, 
and  the  sacrifice  which  they  would  thus  incur  would  be  quite  as  great  as 
if  th^  had  to  pay  interest  on  a  loan.  Even  if  they  could  not  obtain 
money,  they  could,  at  least,  obtain  on  credit  the  goods  which  they 
required,  and,  by  paying  much  more  than  the  ordinary  price,  would  lose 
as  much  as  if  they  had  borrowed  money  in  order  to  buy  them.  At  the 
present  time,  the  Jaw  courts  endeavour  to  protect  this  class  of  persons  by 
refhsing  to  enforce  the  payment  of  what  is  considered  excessive  interest. 
No  penalty  is,  however,  imposed  on  the  money-lender,  and  this 
interference  is  confined  to  cases  where  the  youth  and  inexperience  of  the 
borrower  are  considered  to  place  him  at  an  un&ir  disadvantage  in  his 
dealings  with  the  money-lender.  Even  in  such  cases,  where  the  intention 
of  the  law  is  commendable,  it  can,  after  all,  do  very  little.  It  can  refuse 
to  enforce  any  bargain,  whether  it  be  a  loan  at  high  interest,  or  the  sale 
of  goods  at  extravagant  prices ;  but  though  it  can  relieve  individual 
debtors,  its  interference  introduces  an  additional  risk  into  the  business, 
aod  the  whole  body  of  spendthrifts  must  suffer  in  order  that  a  few  of 
their  number  may  obtain  relief  by  appealing  to  the  law.  In  &ct,  the 
cases  where  such  an  appeal  is  made,  afford  abundant  proof  of  the 
enormous  rates  which  are  charged  to  debtors  of  this  class,  60  per  cent, 
being  no  uncommon  figure ;  and  the  law  is  powerless  to  prevent  the  ruin 
of  those  who  can  consent  to  borrow  on  such  terms.  When  a  government 
is  not  content  to  confine  its  interference  to  such  cases,  but  endeavours  to 
prescribe  the  rate  which  ^hall  be  charged  to  ordinary  debtors,  its 
impotence  becomes  still  more  apparent ;  and  modem  Turkey  affords  an 
example  of  a  government  which  stultifies  itself  by  fixing  a  maximum 
whidi  it  habitually  exceeds  when  borrowing  money  to  support  its  own 
extravagance. 
When  bonoweis  and  lenders  are  left  to  arrange  freely  the  rate  of 
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interest  at  which  the  loan  is  to  be  negotiated,  the  only  risk  to  be  taken 
into  account  is  that  which  is  inyolyed  either  in  the  business  in  which 
the  borrower  is  engaged,  or  in  his  personal  character.  The  element  of 
risk  can  hardly  be  said  to  be  completely  eliminated  even  from  the  best 
securities,  although  this  is  almost  attained  in  the  case  of  the  fimded 
debts  of  the  most  wealthy  and  scrupulous  governments.  The  difference 
between  interest  and  profit  is,  that  the  former  is  a  more  or  less  definite 
per  centage  which  one  person  or  set  of  persons  has  agreed  to  pay 
to  another,  while  the  latter  is  an  uncertain  quantity  which  varies  accord- 
ing to  the  success  with  which  capital  is  employed  in  a  particular 
business.  Where  the  business  is  a  small  one,  and  is  superintended  by 
the  capitalist  who  famishes  the  means  for  carrying  it  on,  it  is  not 
easy  to  determine  liow  much  of  the  total  gains  ought  to  be  set  down  as 
profit  on  capital,  and  how  much  as  wages  of  superintendence.  But  the 
development  of  joint-stock  companies  in  our  own  time  furnishes  a  ready 
means  of  distinguishing  between  these  two  elements,  for  the  managers  of 
companies  receive  regular  salaries  like  the  clerks  and  artisans  who  are 
employed,  and  the  owners  of  the  concern  form  a  distinct  class  who 
receive  the  profits  for  no  other  reason  than  that  they  have  provided  the 
capital  with  which  it  is  carried  on.  As  it  is  the  practice  of  companies 
to  raise  considerable  sums  by  borrowing  from  the  public  by  way  of 
debentures,  mortgages,  and  preference  shares,  their  accounts  furnish 
examples  both  of  interest  and  of  profit.  The  dividends  on  the  ordinary 
shares  constitute  profit,  which  varies  according  to  the  ability  and  success 
with  which  the  particular  company  is  managed  ;  and  the  average  rate  of 
these  dividends  may  be  taken  as  a  fair  index  of  the  rate  of  profit  derived 
from  private  undertakings  of  a  similar  class.  The  dividends  of  the 
debentures  and  preference  shares  are  interest  on  loans  raised  by  the 
companies,  and  the  rate  paid  by  the  wealthiest  and  most  respectable 
companies  may  bo  taken  to  represent  the  highest  that  can  be  obtained 
by  cautious  inveiiors  who  wish  to  derive  an  income  from  their  money 
without  breaking  into  the  principal,  and  without  incurring  any  trouble. 
It  is  clear  that  there  must  be  some"  connection  between  the  rate  of  profit 
and  the  rate  of  interest,  for  interest  is  profit  minus  risk  ;  but  there  are 
several  circumstances  which  render  it  unsafe  to  assume  that  the  differ- 
ence between  the  two  rates  must  always  be  the  same.  Although  the 
same  persons  frequently  invest  part  of  their  money  in  shares,  and  part  in 
debentures  or  other  loans,  the  advantages  of  these  two  modes  of  invest- 
ment are  viewed  in  a  different  light  by  different  classes  of  investors,  and 
there  is  a  large  class,  that  of  trustees,  who  are  almost  deban-ed  from 
purchasing  shares  in  which  any  risk  is  involved.  If  the  Government  be 
firmly  established,  and,  at  the  same  time,  known  to  be  honest,  it  can 
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generally  borrow'monejr  on  more  favourable  terms  than  private  companies^ 
for  these  latter  are  always  exposed  to  the  chance  of  loss  through  some 
unexpected  turn  of  trade,  while  a  goyemment,  though  equally  exposed 
to  such  losses,  can  always  resort  to  an  increase  of  taxation  to  supply  the 
deficiency.  As  a  rule,  of  course,  trustees  are  allowed,  and  often  required, 
to  invest  in  stocks  the  interest  on  which  is  paid  .or  guaranteed  by  the 
government,  and  in  a  country  where  very  large  sums  are  at  all  times 
held  in  trust,  there  is  always  a  large  fund  ready  to  be  invested  in  a 
government  loan.  As  a  rule,  the  public  debt  of  a  country  goes  on 
increasing  as  its  wealth  and  population  increase,  but  the  national  debt  of 
England  is  actually  smaller  now  than  it  was  50  years  ago ;  and  the  United 
States  and  a  few  other  countries  have  reduced  their  debts  during  the 
last  ten  years.  If  English  trustees  were  still  bound  by  the  restriction 
formerly  imposed  upon  them,  which  practically  prevented  them  from 
investing  in  anything  except  the  publicf  unds,  the  price  of  these  would 
probably  be  ten  or  twelve  per  cent,  higher  than  it  is  now,  for  the  sum 
to  be  invested  has  been  constantly  increasing,  while  the  nominal  amount 
of  the  national  debt  has  been  decreasing.  If  the  larger  sum  must  be 
spent  in  purchasing  the  smaller,  it  can  only  be  effected  by  increasing  the 
nominal  price  of  the  stock.  In  1851,  consols  rose  to  par,  and  they  would 
probably  have  remained  at,  or  risen  above,  that  point  if  the  law  on  the 
subject  of  trustees  had  not  been  altered  as  was  done  in  1855.  Trustees 
are  not  actually  forbidden  by  law  to  invest  in  any  stock  which  they  may 
think  proper,  but  before  1855  it  was  provided  that  if  they  invested  in 
any  other  stock  than  the  public  fiinds,  and  the  price  should  happen  to 
fiedl  after  the  investment  had  been  made,  the  person  for  whose  benefit 
the  trust  existed  might  require  the  trustee  to  replace  the  sum  originally 
invested.  Thus,  a  trustee  who  made  such  an  investment  ran  the  risk  of 
being  called  on  to  make  up  out  of  his  own  pocket  for  any  accidental 
fall  in  the  price,  while  in  the  case  of  a  rise  he  would  obtain  no  benefit, 
but  would  be  obliged  to  keep  the  stock  in  trust  as  before.  This 
practically  compelled  trustees  to  confine  themselves  to  the  public  ftmds, 
unless  in  exceptional  cases,  but  in  1855  a  considerable  extension  was 
granted  to  their  discretion.  They  were  then  allowed  to  invest  in  railway 
debentures,  mortgages,  the  stock  of  the  Bank  of  England,  and  of  the 
Bank  of  Ireland,  and  in  any  stock  the  interest  on  which  was  paid  or 
guaranteed  by  the  (Jovemment  of  any  colony  or  dependency  of  Great 
Britain ;  and  by  a  more  recent  Act  the  stock  raised  by  the  Metropolitan 
Board  of  Works  has  been  added  to  the  list.  This  measure  not  only 
opened  a  much  wider  field  for  the  investment  of  trust-money  at  the 
time  when  it  was  passed,  but  has  furnished  the  means  of  increasing  the 
purchasable  fund  simultaneously  with  the  increase  of  the  trust-fund 
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itself.  The  national  debt  is  steadily  decreasing,  bnt  many  of  the 
dependencies  of  Great  Britain  have  increased  their  debts,  and  the 
continual  extension  of  railways  brings  along  with  it  a  proportionate 
increase  in  the  amount  of  railway  debentures.  The  greater  latitude 
which  is  thus  afforded  to  the  discretion  of  trustees  has  had  its  effect  in 
diminishing  their  eagerness  to  buy  consols,  the  price  of  which  has  seldom 
exceeded  95  since  the  Act  was  passed.  Even  at  this  price  they  yield 
little  more  than  8^  per  cent.,  and  the  fact  that  the  British  Government 
has  been  able  to  borrow  20  milliards  at  so  low  a  rate  is  justly  regarded 
as  a  striking  proof  of  its  high  character  and  the  genered  confidence  in 
its  stability.  If  it  were  to  follow  the  example  of  other  governments, 
and  largely  increase  its  debt,  it  would  not  be  able  to  borrow  at  so  low  a 
rate ;  and,  in  fact,  during  the  war  with  France,  it  was  sometimes 
obliged  to  pay  6  per  cent.,  although  it  had  previously  been  able  to 
borrow  at  little  more  than  S  per  cent,  in  time  of  peace.  The  rates  at 
which  different  governments  are  able  to  borrow  money  differ  considerably 
from  various  causes.  The  late  Mr.  Dudley  Baxter,  who  has  taken  some 
pains  to  investigate  this  subject,  has  given,  in  a  paper  in  the  journal  of 
the  Statistical  Society  for  1874,  a  table  showing  the  different  rates 
prevailing  at  the  time,  from  which  the  following  is  extracted  (the  total 
amount  of  each  debt  being  omitted). 
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6i  and  7  per  cent.  States—      JUJ^t. 

Portugal 6'7 

Japan 6*8 

Hungary* 7*0 

Austria  7*6 

Columbia 7*4 

Roumania 7*8 

8  to  10  per  cent.  States — 

Uruguay    8*0 

Italy  S'2 

Cuba  8*2 

Egypt S'O 

Peru   9'7 

Ecuador 10^ 

Turkey  10'7 

ExcBssiVB  Interest. 

Guatemala  14*6 

Bolivia 16"0 

Spain   16*5 

Mexico 17'6 

Costa  Rica 22*0 

Paraguay 25*0 

Venezuela   25*0 

San  Domingo — 

Greece 83*0 

Honduras    66*0 
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8  per  cent.  States- 
United  Kingdom 3} 

Denmark 8^ 

4  per  cent.  States — 

Holland 4*0 

Belgium 4*0 

German  States 4*0 

India 4*2 

Canada  4*6 

Australasia    4*6 

Sweden 4*9 

MODEBATE  IKTBBEST. 

6  to  6^  per  cent.  States— 

Morocco    6  0 

United  States  6-1 

Brazil 61 

Russia    5-3 

France  -. 5*3 

Natal,  Cape  of  Good  Hope, 

Ceylon,  and  Mauritius. . .  5*7 

Chili  6*7 

Argentine  Republic 6*3 
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It  is  obviouB  that  the  enormooB  rates  set  down  in  the  last  diyision  of 
the  table  cannot  be  long  maintained^  and,  in  fact,  thej  all  occnr  in  the 
cases  of  defaulting  governments ;  and  the  figures  represent  not  the  actual 
rate  of  interest  paid^  buj)  the  small  value  which  the  investing  public 
attach  to  the  promise  of  the  government  that  it  will  pay  what  it  has 
undertaken  to  do.  The  figures  in  all  cases  represent,  not  the  nominal 
rate  of  interest  on  the  principal  of  the  stocky  but  the  actual  yield  which 
an  investor  can  obtain  by  purchasing  the  stock  if  the  interest  is  duly 
paid.  The  divisions  of  the  table  are,  of  course,  more  or  less  arbitrary, 
and  the  slight  rise  or  fall  in  the  price  of  a  stock  would  cause  the 
government  which  issued  it  to  be  shifted  from  the  region  of  moderate 
to  that  of  low  interest,  or  vice  versa.  Within  a  year  after  the  paper  was 
printed,  the  French  5  per  cents,  had  risen  above  par,  and  this  would  be  a 
sufficient  reason  for  placing  France  among  the  countries  where  interest 
is  low,  although  nothing  had  occurred  in  the  interval  to  increase  the 
confidence  of  investors,  either  in  the  stability  or  in  the  honesty  of  the 
French  Government.  It  is,  indeed,  a  most  remarkable  sign  of  the  times, 
that  although  no  country  is  more  subject  ix>  revolutions  than  France, 
none  of  its  many  changes  of  government  has  been  followed  by  any  viola- 
tion of  public  faith ;  but  every  party  which  has  succeeded  to  power  has 
scrupulously  fulfilled  the  engagements  of  its  predecessors.  There  have 
been  great  fluctuations  in  the  prices  of  the  French  funds,  and  there  have 
been  times  when  the  French  Government  has  had  to  pay  dear  for  a  loan, 
but  this  has  not  being  owing  to  any  want  of  confidence,  either  on  the 
part  of  Frenchmen  or  of  foreigners,  in  its  ability  and  determination  to 
meet  its  engagements,  but  rather  to  the  particular  circumstances  which 
made  it  difficult  to  lend  the  required  sum  at  the  time  when  it  was 
wanted.  During  the  war  with  Germany,  it  brought  out  a  6  per  cent, 
loan  at  the  price  of  80  per  cent.,  or,  in  other  words,  undertook  to  pay 
7 J  per  cent,  on  what  it  borrowed ;  but  the  stock  which  was  thus  created 
rose  to  par  soon  after  the  termination  of  the  war,  and  would  doubtless 
have  fetched  a  considerable  premium  had  not  the  holders  been  exposed 
to  the  chance  of  being  paid  off  at  par.  At  the  time  when  this  loan  was 
brought  out,  Frenchmen  would  have  been  as  willing  as  ever  to  assist 
their  Government,  but  the  war  brought  so  much  distress  upon  them, 
that  all  of  them  who  had  any  money  were  anxious  rather  to  keep  it  by 
them  in  the  shape  of  coin  or  notes  than  to  invest  it  in  even  a  good 
stock.  Foreign  capitalists,  though  they  could  hardly  have  doubted  that 
the  French  Government  would  fulfil  its  engagements,  were  indisposed  to 
invest  largely  in  a  stock  which  might  be  farther  reduced  in  price  by 
ftiture  issues,  and  they  accordingly  required  high  interest  to  compensate 
them  for  the  inconvenience  and  risk  to  which  they  submitted.    A  few 


Digitized  by  VjOOQ IC  — 


446  INTBBEST  ON  BT00K8. 

76818  before  the  war,  the  French  3  per  cents,  stood  at  73,  while  daring 
its  continuance  they  fell  to  50  ;  and,  according  to  Babbage,  this  would 
show  that  the  rate  of  profit  had  risen  from  4  to  6  per  cent,  in  the 
interval.  This,  however,  would  be  a  very  unsafe  conclusion,  for  it  can 
hardly  be  supposed  that  French  capitalists  could  have  made  higher 
profits  during  a  war  which  almost  put  a  stop  to  business.  The  investing 
pubUc  were  certainly  able  to  obtain  better  terms  for  fresh  investments, 
but  this  does  not  show  that  persons  who  were  engaged  in  business  were 
able  to  obtain  a  higher  profit  by  raising  their  prices  or  by  other  means. 
The  United  States  afford  another  instance  of  a  Government  which  has 
been  obliged  to  pay  dear  for  the  loan  raised  in  time  of  war,  but  has  been 
able  to  reduce  the  rate  of  interest  after  the  return  of  peace.  During  the 
war,  the  Federal  Government  brought  out  a  6  per  cent,  loan  at  70,  or,  in 
other  words,  had  to  pay  8^  per  cent. ;  but  it  has  since  been  able  to 
borrow  at  6  per  cent.  Here,  again,  the  high  rate  paid  during  the  war 
was  not  so  much  owing  to  any  want  of  confidence  in  the  stability  of 
the  Government,  for  no  one  supposed  that  the  Northern  States,  even  if 
unsuccessful,  would  be  unable  to  maintain  their  own  independence,  or 
would  be  forced  to  repudiate  their  debt,  as  was  afterwards  the  case  with 
the  Southern  States.  The  high  rate  was  simply  the  consequence  of  the 
large  draft  which  was  suddenly  made  on  the  resources  of  the  trustees  and 
other  persons  who  favour  this  class  of  investments.  In  order  to  take  up 
the  large  amounts  which  were  offered  for  subscription,  it  was  necessary 
either  to  withdraw  money  from  other  investments,  or  to  make  fresh 
accumulations ;  and,  in  either  case,  time  was  required  for  the  process, 
and  those  who  came  forward  to  save  the  Government  from  the  necessity 
of  waiting  required  compensation  for  their  own  trouble  and  expense. 
This  they  obtarued,  partly  by  means  of  the  high  interest  which  they 
received,  and  partly  by  being  enabled  to  sell  at  a  higher  price  after  the 
Government  had  ceased  to  raise  fresh  loans.  It  is  so  well  known  to  all 
persons  engaged  in  financial  business  that  time  is  required  for  the  public 
to  "  absorb  "  a  loan,  that  a  fall  in  the  price  of  Government  stocks  can  be 
predicted  whenever  a  large  loan  is  offered  for  subscription.  We  cannot, 
therefore,  take  the  price  of  the  public  funds  at  any  particular  time  as 
indicating  the  rate  of  profit,  though  it  does  show  the  rate  of  interest 
which  the  investing  public  can  obtain.  The  Government  can  raise  or 
lower  the  price  of  its  stocks  by  reducing  or  increasing  their  amount,  but 
it  would  be  strange  indeed  if  incurring  increased  expenditure  and 
heavier  taxation  would  raise  the  rate  of  profit.  Portugal  appears  in  the 
table  as  a  State  which  borrows  at  the  rate  of  6.7  per  cent. ;  but  if  the 
table  had  been  framed  in  1870,  the  figure  would  have  been  9  per  cent. 
This  fan  is  not  owing  to  any  fall  in  the  rate  of  profit,  but  to  an  improve- 
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ment  in  the  manAgement  of  Portuguese  finance.  The  payment  of  the 
interest  on  the  debt  was  at  one  time  somewhat  irregular,  and  the  reform 
of  this  abuse  was  naturally  followed  by  a  rise  in  the  price  of  Portuguese 
stock.  Mr.  Baxter  has  noticed  a  somewhat  curious  &ct  concerning  the 
degrees  of  credit  enjoyed  by  different  Sfcates,  which  is,  that  the  countries 
of  high  interest  lie  within  the  same  geographical  area,  Southern  Europe 
and  Central  America ;  while  the  countries  of  moderate  interest  are  found, 
for  the  most  part,  either  to  the  north  or  south  of  this  zone.  He  does  not 
proclaim  this  aa  a  rule  without  an  exception,  for  the  dependencies  of 
Great  Britain,  wherever  situated,  partake  to  some  extent  in  the  high 
credit  of  the  mother  country  ;  but  it  is  certainly  remarkable  that  Por- 
tugal is  the  only  State  in  Southern  Europe  which  does  not  seek  in  some 
way  or  other  to  de&aud  its  creditors,  and  almost  all  Spanish- American 
Republics  pursue  a  similar  course.  The  heat  of  the  climate  is  generaUy 
considered  to  foster  indolence,  and  may  be  the  remote  cause  of  the  apathy 
which  the  inhabitants  of  these  countries  display  when  required  to  make 
sacrifices  in  order  to  fulfil  their  engagements.  The  United  States  and 
Australia  are  countries  in  which  the  rate  of  profit  is  usually  supposed  to 
be  high ;  yet,  according  to  the  table,  they  are  able  to  borrow  at  a  lower 
rate  than  France,  which  is  not  generally  thought  to  be  remarkable  for 
high  profits.  It  might  be  thought  that  the  rate  of  interest  on  Govern- 
ment stocks  is  more  liable  to  be  affected  by  foreign  purchases  than  the 
rate  of  profit,  and,  to  some  extent,  this  is  probably  the  case ;  and  some 
countries  might  be  compelled  to  pay  higher  interest  if  all  their  creditors 
were  natives.  But,  in  fact,  the  stocks  of  Victoria  have  sometimes  stood 
at  a  higher  figure  on  the  Colonial  Stock  Exchange  than  in  London ;  and 
though  this  might  not  have  been  the  case  if  the  whole  loan  had  been 
subscribed  in  Victoria,  it  yet  shows  that  the  colonists  are  content  to 
receive  a  lower  rate  of  interest  than  is  required  to  satisfy  English 
investors.  There  are  many  circumstances  besides  the  rate  of  interest 
which  influence  the  price  of  a  Government  stock.  In  the  case  of  the 
British  fdnds,  the  dividends  could  not  till  recently  be  received  without 
the  stockholder  either  submitting  to  the  trouble  of  going  in  person  to 
the  place  where  the  dividends  are  paid,  or  the  expense  of  a  power  of 
attorney  to  enable  some  one  else  to  receive  them.  Of  late  years,  many 
foreign  governments  have  adopted  the  practice  of  issuing  bonds  with 
coupons  attached,  and  undertaking  to  pay  the  interest  to  anyone  who 
presents  the  coupons  at  the  appointed  time  and  place.  Each  of  these 
modes  has  it  advantages  and  disadvantages.  The  English  practice 
renders  it  more  troublesome  to  obtain  the  dividends  and  to  transfer  the 
stock,  for  the  same  formalities  have  to  be  gone  through  in  a  case  of  a 
transfer  as  in  that  of  receiving  dividends.    The  foreign  practice  greatly 
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facilitates  both  these  operations,  for  all  that  is  neoessarj  is  to  hand 
over  the  bond  or  the  coupon  to  some  one  else;  but  this  yerjfacilltj 
increases  the  chance  of  the   interest  being  received   by  those  who 
are  not  entitled  to  it,  and  the  formalities  required  in  England  are 
a  valuable  safeguard  to  the  holders.    It  is  usual  for  bondholders  to 
intrust   their   bonds  to   their   bankers,  who   undertake    to    present 
the  coupons  as  they  become  due,  and  cases  have  occurred,  though 
they  are   happily  rare,  in   which  bankers  in   embarrassed   circum- 
stances have  abused  the  confidence  reposed  in  them,  and  have  made  away 
with  bonds  thus  entrusted  to  them.    This  could  not  be  done  in  the  case 
of  the  British  funds,  and  the  foreign  practice  also  exposes  the  bond- 
holders to  a  loss  when  the  bonds  are  accidentally  mislaid.    A  holder  of 
British  fiinds  has  his  name  inscribed  in  the  book  of  the  debt,  and  his 
title  cannot  be  disputed;  but  as  foreign  governments  only  undertake  to 
pay  the  bearer  of  a  particular  piece  of  paper,  they  refuse  to  pay  when 
the  paper  is  not  forthcoming.    These  governments  frequently  undertake 
to  pay  off  a  loan  by  instalments,  and,  in  order  to  secure  impartial 
treatment  for  all  their  creditors,  an  annual  selection  is  made,  by  lot,  of 
the  bonds  which  are  to  be  paid  off.    The  bonds  are  all  numbered,  and 
the  numbers  which  happen  to  be  drawn  are  advertised,  but  it  sometimes 
happens  that  a  bondholder  is  not  aware  that  his  bond  has  been  drawn, 
and  he  continues  to  present  the  coupons  as  before.    When  the  fiict  is 
discovered,  the  Government  pays  it  off,  but  deducts  the  amount  of 
interest  which  has  been  paid  in  error ;  and  though  there  is  much  to  be 
said  in  defence  of  this  practice,  it  is  at  least  illiberal,  and  is  inconvenient 
to  the  bondholder.    Although  such  cases  may  be  very  rare,  the  possibility 
of  their  occurrence  is  enough  to  deter  cautious  people  from  investing  in 
these  bonds  so  readily  as  they  would  do  in  stocks,  in  connection  with 
which  no  such  losses  can  occur.    The  possibility  of  the  loan  being  paid 
off-at  par  is  a  contingency  which  must  always  be  kept  in  view  by 
investors,  and  the  apprehension  of  such  an  event  tends  to  keep  the  price 
of  the  stocks  which  bear  high  interest  lower  in  proportion  than  other 
stocks,  which  are  similar  in  every  other  respect,  but  bear  lower  interest. 
Thus,  for  instance,  when  the  French  5  per  cent,  rentes  were  at  par,  the 
8  per  cents,  were  at  63  or  64,  although  60  would  have  been  the  propor- 
tionate price,  the  security  being  identical.    The  8  per  cents.,  though 
they  brought  in  lower  interest  on  the  money  invested,  yet  offered  a 
better  chance  of  making  a  profit  by  subsequently  selling  out,  for  there 
waa  a  possibility  of  gaining  86  francs  on  every  64  francs  invested,  while 
any  considerable  rise  in  the  price  of  the  5  per  cents,  might  induce  the 
Fiench  Government  to  propose  to  lower  the  interest,  and  thus  compel 
the  holders  either  to  submit  to  a  loss  or  to  find  a  new  investment    The 
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times  at  which  dividends  are  paid  have  some  slight  inflnenoe  on  the 
price  of  stocks.  As  a  mle^  these  are  paid  half-Tearly,  bat  the  French 
GoYemment  prefers  to  pay  every  quarter,  and,  in  many  respects^  this  is 
a  more  convenient  practice.  The  price  naturally  rises  as  the  time  for 
the  payment  of  a  dividend  approaches  ;  and  thiJ9  goes  far  to  explain  the 
difference  which  may  be  noticed  between  the  prices  of  stocks  issned  by 
the  same  Qovemment,  and  bearing  the  same  interest,  sach  as  consols 
and  reduced  3  per  cents.  It,  however,  frequently  happens  that  the 
latter  of  these  stocks  is  cheaper  than  the  former,  even  when  it  will 
produce  a  dividend  within  a  shorter  time ;  and  this  apparent  anomaly  is 
said  to  be  due  to  the  fact  that  the  amount  of  the  whole  stock  is  smaUer, 
which  renders  it  somewhat  less  certain  that  a  purchaser  will  be  at  once 
forthcoming  when  a  holder  wishes  to  sell.  If,  leaving  these  details,  we 
enquire  what  is  the  cause  of  the  rate  of  interest,  it  will  appear  that  it  is 
a  remuneration  for  abstinence.  Money  is  not  capital,  but  a  possessor  of 
money  can  obtain  capital,  and  employ  it  in  productions,  andean  thereby 
obtain  a  larger  income  than  by  unassisted  labour.  If  he  consents  to 
forego  this  advantage,  and  lend  his  money  to  a  government,  he  requires 
some  compensation  for  the  possible  gain  which  he  has  sacrificed.  It 
need  not  be  so  much  as  he  would  have  made  for  himself,  for  it  will  be 
obtained  without  trouble,  and,  in  the  case  of  a  scrupulous  government, 
without  risk.  In  the  case  of  trustees,  it  is  possible  that  their  funds 
would  be  entrusted  to  the  Government  even  if  no  interest  were  paid 
upon  them,  for  they  would  be  relieved  firom  the  risk  of  losing  what  had 
been  entrusted  to  them.  Bankers  and  other  persons  are  obliged  to  keep 
large  sums  in  the  Bank  of  England  without  interest,  and  a  stable 
government  might,  to  some  extent,  make  itself  the  custodian  of  the 
money  of  its  subjects  without  giving  them  any  other  advantage  than 
security.  But  when  a  large  loan  is  required,  an  appeal  must  be  made  to 
persons  who  would  be  able  to  obtain  a  profit  by  employing  their  money 
otherwise,  and  to  do  this  successfdlly  some  interest  must  be  offered 
them.  What  the  rate  will  be  depends  upon  the  amount  which  the 
government  desires  to  borrow,  and  on  the  resources  of  the  people.  The 
ftmdholders  are  maintained  at  the  expense  of  the  producing  classes  of 
the  community,  and  as  the  burden  to  which  these*  can  submit  is  Jimited, 
a  government  cannot  increase  its  debt  beyond  certain  limits  without 
failing  to  pay  the  interest.  When  it  has  once  begun  to  Ml  in  this 
respect  its  difficulties  increase,  its  creditors  will  only  lend  at  higher 
interest,  fresh  loans  are  raised  to  pay  the  interest,  and  the  debt  increases 
until  the  Government  is  driven  at  last  to  tacit  or  open  repudiation. 
Where  a  government  keeps  dear  of  such  folly,  the  rate  at  which  it  can 
borrow  varies  inversely  as  the  amount  of  its  debt,  and  it  is  possible  that 
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a  statistician  might  be  able  to  specify  the  amoont  which  each  particular 
coontrj  could  borrow  at  3  per  cent.  There  must  always  be  some 
unwillingness  to  entrust  money  to  the  keeping  of  a  foreign  gOYemment, 
but  it  is  to  be  hoped  that  as  the  intercourse  of  nations  becomes  more 
friendly,  and  the  conduct  of  goyemments  more  upright,  the  legal  and 
other  barriers  to  investment  in  foreign  stocks  will  be,  to  some  extent, 
broken  down,  and  that  a  table  compiled  a  century  hence  on  the  model 
of  Mr.  Baxter's  would  exhibit  a  much  more  uniform  character. 

The  interest  paid  on  railway  debentures  might  with  more  propriety 
than  that  on  •Government  stocks  be  taken  to  indicate  the  rate  of  profit. 
BaUway  companies  would  not  be  able  to  borrow  money  without  paying 
interest,  as  the  Oovemment  might  do,  and  as  they  are  trading  concerns 
they  must  retain  from  their  own  profits  sufScient  to  enable  them  to  pay 
the  interest  on  their  debentures,  and  cannot  obtain  this  by  a  compulsory 
levy  on  the  taxpayers.  Yet  even  here  there  is  room  for  variation  in  the 
rate  of  interest,  while  the  rate  of  profit  is  the  same.  American  railway 
companies  are  obliged  to  pay  7  per  cent,  on  their  mortgage  bonds,  while 
the  rate  paid  on  the  debentures  of  English  companies  is  about  4^  per 
cent.  But  the  dividends  on  the  ordinary  shares  of  American  and 
English  railways  do  not  exhibit  so  great  an  inequality,  for,  while  in  the 
former  case  the  average  is  5  per  cent.,  it  is  4  per  cent,  in  the  latter. 
This  would  seem  to  show  that  the  rate  of  profit  is  little,  if  at  all  higher 
in  the  United  States  than  in  England,  but  that  the  credit  of  railway 
companies  does  not  stand  so  high  in  the  former  country.  Although 
most  of  the  A^ierican  railways  fulfilled  their  engagements  there  have 
been  some  scandalous  failures,  and  as  it  is  diflScult  for  the  outside  public 
to  tell  which  will  be  the  next  defaulter,  they  shrink  from  investing  in 
such  securities  without  the  compensation  of  high  interest.  The  profits 
of  the  railway  must  be  sufficient  to  meet  the  interest  on  the  mortgages, 
but  it  does  not  follow  that  the  profits  are  equal  to  7  per  cent,  on  the 
capital  invested  in  it,  for  the  amount  of  the  mortgage  may  be  much  less 
than  that  of  the  share-capital  which  is  pledged  for  its  payment.  There 
are,  indeed,  many  American  railways  which  pay  much  more  than  7  per 
cent.,  but  there  are  also  many  whose  whole  earnings  are  swallowed  up 
in  paying  the  interest  on  mortgages,  and  the  average  rate  is  not  much 
higher  than  that  which  English  investors  can  usually  obtain.  The  vast 
extent  of  thinly-peopled  territory  which  the  United  States  still  possess 
affords  a  favourable  field  for  speculating  in  railways,  which,  according  to 
the  accounts  of  their  projectors,  are  to  open  up  new  and  fertile  districts, 
but  which,  being  constructed  before  there  is  sufficient  traffic  for  them, 
fi^uently  end  in  a  more  complete  collapse  than  the  most  unfortunate 
English  lines.    When  a  railway  company  has  proved  successful,  and  baa 
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for  several  years  yielded  a  good  dividend  on  its  ordinary  shares,  it  is  able 
to  renew  its  debentures  on  more  &voarable  terms ;  and  this  redaction 
of  the  interest  enables  larger  dividends  to  be  paid  to  the  share** 
holders :  so  that  here,  as  elsewhere,  a  success  is  the  parent  of  increased 
saccess.  When  time  has  been  allowed  for  the  public  to  acquire  confi- 
dence in  the  honesty  and  prosperity  of  American  railway  conq)anies, 
they  will  probably  be  able  to  borrow  on  as  favourable  terms  &  their 
English  rivals ;  and  as  the  rate  of  interest  on  this  class  of  securities 
tends  to  fall  as  the  industry  becomes  more  securely  established,  it  cannot 
be  taken  without  qualification  to  indicate  the  rate  of  profit. 

Although  the  rate  of  interest  on  safe  stocks  is  not  always  the  same,  it 
varies  very  little  in  the  course  of  a  year ;  but  the  case  is  very  different 
with  the  rate  of  discount  charged  on  short  loans  of  money,  which  fre- 
quently changes  firom  2  to  10  per  cent,  in  the  course  of  a  year,  and 
seldom,  at  least  in  England,  remains  the  same  for  three  months 
together.  Different  countries  exhibit  as  great  difiCerences  in  the  rates  of 
discount  as  the  rates  of  interests  on  their  funded  debts.  Five  per  cent, 
is  considered  high  in  England,  but  in  the  United  States  and  in  Aus- 
tralia the  rate  seldom  falls  so  low,  and  8  per  cent,  may  be  taken  as  the 
average.  Here,  again,  it  would  be  unsafe  to  take  the  rate  of  discount 
as  indicating  the  average  rate  of  profit  in  any  particular  country,  and  if 
the  test  were  a  sound  one,  it  would  show  that  the  traders  of  America 
and  Australia  make  twice  as  great  profits  as  their  English  competitors. 
That  they  do  not  do  so  appears  from  the  comparatively  small  difference 
between  the  returns  on  railway  enterprise  in  these  different  parts  of  the 
world,  and  a  similar  conclusion  is  supported  by  a  comparison  of  the 
profits  of  banking  companies.  If  the  rate  of  discount  afforded  an  index 
of  the  rate  of  profit,  the  business  of  money-lending  [is  precisely  that  in 
which  the  test  would  be  most  accurate,  and  yet  high  rates  of  disoount 
do  not  bring  extraordinary  profits  to  the  banks  which  maintain  them. 
In  the  chapter  on  profit  (Book  II.,  chap.  4),  I  have  endeavoured  to 
show  tlpit  banking  companies  do  not  make  much  higher  profits  in 
America  and  Australia  than  in  England. 

The  variations  in  the  rate  of  discount  are  caused  by  the  varying  cir- 
cumstances which  render  it  easy  or  dif&cult  for  banks  to  lend  the 
quantity  of  money  which  they  are  called  upon  to  do.  In  England,  the 
money  which  a  bank  possesses  constitutes  but  a  small  part  of  what  it 
lends,  and  by  far  the  greatest  part  consists  of  what  has  been  intrusted  to 
it  by  other  people.  As  the  depositors  are  able  at  any  time  to  withdraw 
their  money,  and  as  they  avail  themselves  of  this  power  in  a  very  irre- 
gular manner,  while  the  quantity  which  people  wish  to  borrow  is  per- 
petually varying,  banks  are  obliged  to  devise  some  means  of  checking 
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the  demand  for  loans  at  such  times  as  their  reflouroes  are  failing  them. 
The  means  most  commonly  adopted  is  that  of  raising  the  rate  of  dis- 
oonnt,  and  acoompanying  this  step  by  a  corresponding  rise  in  the  rate  of 
allowance  on  deposits.    Thns,  with  one  hand  they  strive  to  prevent 
people  from  borrowing  from  them,  while  with  the  other  they  try  to 
induce  people  to  lend  to  them.    The  effect  of  these  measores  is  generally 
small,  for  those  who  wish  to  borrow  at  sach  times  are  generally  snch  as 
cannot  afford  to  do  withont  a  loan,  and  the  loss  inflicted  on  them  by 
high  interest  is  nothing  to  what  they  wonld  suffer  if  they  were  nnable 
to  borrow.    Bat  the  high  rates  have  the  effect  of  bringing  in  a  hand- 
some profit  to  the  bai^,  and  it  has  been  noticed  that  the  Bank  of 
England  and  a  few  others  make  exceptional  profits  at  the  time  of  a 
commercial  crisis.    Competition  establishes  some  sort  of  nniformity 
among  the  profits  of  different  banks,  and  compels  them  to  offer  money 
at  low  rates  when  they  have  plenty,  and  at  high  rates  when  they  have 
little  to  lend.  A  bank  which  charges  6  per  cent,  when  others  are  offering 
to  lend  at  3  per  cent,  will  do  no  business ;  and  one  which  offers  to  lend  at 
3  per  cent,  when  others  are  asking  6  per  cent,  will  be  called  upon  to 
lend  so  much  that  it  will  be  in  danger  of  exhausting  its  reserve.     There 
are  so  many  circumstances  which  are  perpetually  causing  fiuctuations  in 
the  quantities  of  money  which  banks  are  called  on  to  lend,  that  it  is 
practically  impossible  for  the  same  rate  of  discount  to  be  maintained  for 
any  considerable  period,  and  it  usually  changes  about  ten  times  a  year. 
Formerly,  it  is  true,  the  Bank  of  England  used  to  maintain  the  rate  of 
6  per  cent,  for  years  together ;  but  it  only  did  so  by  consenting  to  lose 
all  business  when  other  banks  were  willing  to  lend  at  a  lower  rate.    The 
Bank  of  France  at  the  present  time  very  seldom  makes  a  change  in  its 
rate,  but  this  does  not  enable  Frenchmen  always  to  borrow  at  the  same 
rate.  At  some  periods,  the  rate  charged  by  this  Bank  is  higher  than  that 
at  which  other  establishments  can  afford  to  lend,  and  at  such  times  French 
borrowers  do  not  apply  to  it,  or,  at  least,  not  to  any  large  extent    At 
other  periods,  the  Bank  of  France  is  not  able  to  lend  as  much  as  is 
required,  and  though  it  does  not  enforce  sudi  high  rates  as  are  some- 
times charged  by  the  Bank  of  England,  it  is  obliged  to  protect  itself 
by  other  expedients  which  infiict  quite  as  great  hardship  on  borrowerB. 
Though  it  is  allowed  by  law  to  charge  whatever  rate  may  be  thought 
convenient,  it  is  required  to  hand  over  to  the  Government  whatever 
extra  profit  it  may  make  by  charging  more  than  6  per  cent.,  and  has, 
therefore,  very  little  inducement  to  exceed  that  rate.    But  on  occasioiis 
of  pressure  it  declines  to  advance  money  on  the  security  of  bills  which 
have  more  than  forty-five  days  to  run.    This  restriction  is  fiir  more 
inconvenient  to  borrowers  than  a  considerable  increase  in  the  rate.    It 
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oannot,  however,  be  doubted  that  the  rate  of  disGOimt  flactnates  less  in 
France  than  in  England,  and  there  are  several  circamBtances  which 
ooncnr  to  produce  this  difference.  The  practice  of  depositing  money  in  a  . 
bank  is  much  leas  common  in  France  than  in  England;  and  French  bankers 
are,  therefore,  less  exposed  to  sudden  withdrawals  of  their  resources. 
The  bills  on  which  French  banks  make  advances  are  smaller  in  amount 
than  those  discounted  in  England,  and  consist  in  a  much  larger  proportion 
ofthoseoonnectedwith  the  retail  trade;  and,  as  the  retail  trade  of  a  country 
is  comparatively  Uttle  affected  by  commercial  panics,  this  kind  of  business 
is  of  a  more  steady  character.  The  Bank  of  England,  though  it  formerly 
preserved  an  uniform  rate  for  a  long  period,  has  now  changed  its  policy, 
and  the  change  has  been  ascribed  to  the  Act  of  1844.  It  is  possible  th^ 
the  Act  may  have  had  something  to  do  with  the  increased  frequency 
of  fluctuation  which  has  been  observed  since  it  was  passed,  but  there  are 
other  circumstances  which  would  have  produced  a  similar  result  if  that 
Act  had  never  been  passed.  Before  1839  it  was  illegal  to  charge  higher 
interest  than  5  per  cent.,  so  that  it  was  impossible  for  the  bank  to  impose 
the  high  rates  which  it  has  so  frequently  done  since ;  but  the  partial 
repeal  of  the  Usury  Laws  in  that  year  gave  it  freedom  in  this  respect, 
and  it  would  probably  have  raised  its  terms  in  1847  even  though  the 
Bank  Act  had  not  been  passed.  The  system  of  keeping  money  on 
deposit,  though  it  did  not  begin  in  1844,  has  received  a  great  develop- 
ment since  that  time,  though  this  is  in  no  way  due  to  the  Act  passed  in 
that  year.  Bankers  now  receive  large  sums  on  some  of  which  they  have 
to  pay  interest,  and  on  others  have  to  pay  none,  but  all  of  which  are 
liable  to  be  withdrawn  at  very  short  notice  ;  and  the  Bank  of  England 
is  entrusted  with  very  large  sums  by  the  other  banks  of  London,  which 
are  obliged  to  keep  a  balance  there  in  order  to  effect  the  payments 
which  the  Clearing  House  system  requires.  The  great  extension  of 
telegraphic  communication  may  also  have  contributed  to  expose  the 
London  money  market  to  more  frequent  fluctuations.  All  the  principal 
financial  centres  of  the  world  are  now  connected  by  telegraph,  and 
information  is  hourly  received  in  London  respecting  the  state  of  the 
money  market  in  all  parts  of  the  world,  and  any  news  which  can  produce 
any  effect  produces  it  at  once.  After  1844  it  was  understood  that  the 
Bulk  of  England  would  pursue  a  new  policy,  and  would  compete  with 
other  banks  for  a  share  in  the  business  of  discounting  bills ;  and  though 
its  efforts  have  not  been  attended  with  much  success,  they  have  been  the 
means  of  producing  more  frequent  changes  in  its  rate  of  discount. 
After  all,  the  amount  of  discount  business  which  the  Bank  is  able  to 
perform^  constitutes,  in  ordinary  times,  a  very  small  portion  of  its  loan 
operations,  as  may  be  seen  by  Mr.  Seyd's  paper  before  referred  to,  and 
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it  is  alfio  small  in  comparison  with  the  total  amoont  which  is  transacted 
in  London.  If  it  were  content,  as  formerly,  to  go  without  this  kind  of 
business  when  it  could  not  obtain  5  per  cent.,  it  would  be  able  to  preserve 
that  rate  for  a  considerable  period,  and  it  would  still  be  able  to  do  a  large 
business  at  the  time  of  a  crisis,  as  it  has  always  done  both  before  and 
since  1844.  Mr.  Thomson  Hankey  reasonably  urges  it  is  difficalt  for 
the  Bank  to  judge  properly  of  the  standing  and  character  of  the  persons 
who  apply  for  assistance  at  a  time  of  pressure,  unless  their  names  are 
kept  constantly  before  it  at  other  times ;  and  if  it  is  to  discount  their 
bills,  it  must  offer  terms  not  much  exceeding  those  of  other  banks. 
Acting  on  this  policy,  the  Bank  is  perpetually  altering  its  rate  whenever 
that  which  is  charged  by  other  establishments,  or,  as  it  is  called,  the 
market  rate,  rises  much  above,  or  fells  much  below,  its  own.  As  a  rule, 
the  market  rate  is  sh'ghtly  below  the  Bank  rate,  but  the  latter  is  usaally 
considered  as  the  measure  of  the  value  of  money  in  the  sense  in  which 
that  phrase  is  used  in  financial  discussions,  where  it  means  not  the 
proportion  in  which  money  will  exchange  for  any  other  commodity,  but 
the  rate  of  interest  which  can  be  obtained  by  lending  it.  Great  as  arc 
the  resources  of  the  Bank  of  England  they  are  not  sufficient  to  enable  it 
to  monopolise  the  loan  business  of  the  country,  and  it  finds  it  necessary 
to  raise  its  rate  when  the  fact  of  its  offering  to  lend  on  cheaper  terms 
than  other  establishments  attracts  an  unusual  number  of  borrowers. 
When  the  Bank  rate  is  above  the  market  rate,  and  there  is  only  a  small 
demand  for  loans,  the  other  banks]  are  able  to  secure  all  the  business ; 
and  if  the  Bank  reduces  its  rate  in  order  to  obtain  a  share  of  it,  the 
effect  is  that  the  market  rate  is  still  further  reduced  when  the  competition 
of  the  Bank  prevents  other  establishments  from  lending  out  as  much  as 
they  wish  to  do.  As  Mr.  Gilbart  says,  the  Bank  can  neither  make 
money  cheap  nor  dear,  but  when  it  is  cheap  the  Bank  can  make  it 
cheaper,  and  when  it  is  dear  can  make  it  dearer.  The  Bank  is  constantly 
assailed  on  account  of  the  frequency  of  the  changes  injts  rate  of  discount, 
but  these  censures  are  ill-deserved,  for,  in  making  them,  it  is  only 
pursuing  its  own  interest  in^tne  samejway  that  aU  other  companies  do  by 
making  the  best  terms  which  it  can  for  itself  in  disposing  of  the  article 
in  which  it  deals.  It  is  frequently  censured  on  the  ground  that  the 
Bank  rate  is  taken  as  a  guide  in  fixing  the  rate^of  interest  which  other 
banks  allovv  on  deposits,  and  that  these  establishments  are  injured  if 
they  have  to  pay  a  rate  which  is  higher  than  what  they  can  obtain  by 
lending  out  the  money.  As,  however,  the  Bank  does'  not  invite  other 
banks  to  take  its  rate  as  a  rule  for  their  own  guidance,  it  is  not  easy  to 
see  how  any  blame  can  fell  upon  the  Bank  if  the  rate  does  not  answer 
a  purpose  for  which  it  was  not  intended.    The  Bank  is  obliged  to  vary 
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its  rate  in  order  to  secure  as  steady  a  bosinees  as  possible ;  and  the 
oomplamts  are  generallj  made  at  those  times  when  its  rate  is  maintained 
aboye  the  market  rate,  and  if  the  Bank  were  to  paj  attention  to  them, 
it  would:  change  its  rate  eyen  more  freqaently  than  at  present.  The 
joint-stock  and  other  banks  which  allow  interest  on  deposits,  generally 
agree  to  give  from  one  to  two  per  cent,  below  the  Bank  rate,  and  they 
think  it  hard  that  the  latter  shonld  be  kept  high  when  the  terms  which 
can  be  obtained  by  lending  money  are  very  low.  Bnt  the  Directors  of 
the  Bank  think  it  undesirable  to  make  a  change  in  their  rate,  either 
because  they  think  that  their  reserve  requires  replenishing,  or  because 
they  think  that  it  wiU  soon  be  necessary  to  return  to  the  former  rate, 
and  that  a  change  will  only  cause  unnecessary  trouble.  If  the  Bank 
rate  is  found  to  be,  as,  in  fact,  it  often  has  been,  an  inconyenient  rule  for 
determining  the  rate  of  allowance  on  deposits,  it  would  be  well  if  some 
other  standard  were  adopted,  or  if  some  other  establishment,  as,  for 
instance,  the  London  and  Westminster  Bank,  were  allowed  to  settle  the 
rate. 

The  causes  of  the  fluctuations  in  the  Bank  rate  haye  often  been 
investigated,  and  every  change  is  sure  to  give  rise  to  a  discussion  in  the 
newspapers.  As  the  accounts  of  the  Bank  are  published  every  week, 
the  public  have  some  means  of  ascertaining  the  circumstances  which 
influence  the  decision  of  the  Directors,  but  the  statements  are  not  so 
full  as  could  be  wished.  The  principal  circumstance  is  the  amount  of 
gold  held  in  reserve  and  available  for  the  purposes  of  the  banking- 
department.  When  this  suffers  a  considerable  diminution  a  rise  in  the 
rate  is  looked  for,  though  it  does  not  always  follow.  It  is  impossible  to 
predict  the  rate  from  a  mere  knowledge  of  the  amount  of  the  reserve, 
and  this  has  been  insisted  on  by  Mr.  Bonamy  Price  as  proving  that 
there  is  no  connection  between  the  two  things,  but  it  does  not  follow 
that  this  is  not  one  of  the  circumstances  which  determine  the  rate, 
because  it  is  not  the  only  one.  Mr.  Palgrave*  has  investigated  this 
subject  with  his  usual  industry  and  care,  and  has  analysed  some  more 
complete  returns  of  the  accounts  of  the  Bank  which  were  printed  by 
order  of  the  House  of  Commons.  These  give  the  amounts  of  the 
balances  held  by  bankers  at  the  Bank,  and  they  show  that  the  Directors 
regard  these  balances  as  liable  to  be  drawn  out  at  any  moment,  and  do 
not  consider  that  a  low  rate  can  be  safely  maintained  unless  there  is  a 
large  amount  of  deposits  belonging  to  other  persons  and  bankers.  Mr. 
Palgrave  shows  that,  though  the  rate  does  not  correspond  to  the  amount 

«  M  0 A  the  Relation  of  the  Banking  Besem  of  the  Bank  of  England  to  the  Current 
Bate  of  Interest.*'   Journal  of  Btatistioal  Society,  1878. 
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of  the  reserve,  still  an  increase  in  the  latter  is  generally  followed  by  a 
fieJl  in  the  former,  although  this  does  not  happen  immediately.  He  shows 
also  that  the  average  rate  was  higher  during  the  period  1857-72  than 
during  that  of  1844-56,  though  the  difference  did  not  amount  to  one- 
half  per  cent.  That  the  amount  of  the  reserve  has  much  to  do  with  the 
rate  is  shown  by  the  &ct  that  the  latter  is  usually  highest  in  the  last 
quarter  of  the  year,  when  the  reserve  is  at  its  lowest.  It  is  thus  that 
tihe  Bank  Act  contributes  to  raise  the  rate  of  discount  by  placing  an 
artificial  restriction  on  the  power  of  the  Directors  to  use  the  whole  of 
their  resources.  Were  it  not  for  the  Act,  they  might  reckon  on  the 
whole  of  their  reserve  to  meet  the  demands  of  all  their  creditors,  but  the 
Act  compels  them  to  set  aside  a  large  portion  for  the  benefit  of  onedaaB 
of  creditors,  the  note-holders.  They  generally  consider  that  they  ought 
not  to  allow  their  reserve  to  be  less  than  one-third  of  their  liabilities^ 
and  when  this  point  is  approached,  they  endeavour  to  strengthen  their 
position  by  selling  securities,  or  by  raising  the  rate,  or  by  both  these 
methods.  If  they  were  allowed  to  use  the  whole  of  the  bullion  in  their 
vaults,  they  would  possess  a  fimd  larger  by  a  quarter  of  a  milliard  than 
that  which  they  can  now  call  their  own ;  and,  in  such  a  case,  the  with- 
drawal of  any  given  sum  would  have  a  smaller  effect,  and  would  not  be 
followed  by  such  decided  measures.  It  must,  however,  be  borne  in 
mind,  that  if  it  were  not  for  the  Act,  the  Directors  would  not  keep  so 
large  a  reserve,  and  that  the  Act  only  prevents  them  from  using  what 
they  would  not  possess  without  it.  StiQ  the  fact  remains,  that  at  the 
time  of  a  crisis  the  reserve  of  the  Bank  is  exhausted  at  the  very  time 
when  it  possesses  a  considerable  amount  of  gold,  and  that  the  increase  of 
notes  at  such  a  time  cripples  the  resources  of  the  Bank  by  rendering 
it  necessary  to  lock  up  more  gold.  The  raising  of  the  rate,  when  the 
reserve  is  undergoing  diminution,  is  a  measure  whichis  adopted  by  the  Bank 
in  order  to  discourage  firesh  borrowing,  and  to  replenish  its  resources  bj 
allowing  the  old  loans  to  expire.  It  is  frequently  necessary  to  raise  the 
rate  several  times  in  quick  succession  before  the  figure  can  be  readied 
which  wiU  deter  borrowers ;  and,  at  the  time  of  a  crisis,  no  figure  is 
high  enough  for  this  purpose.  At  other  times,  many  people  ask  for  loans 
which  they  can  afford  to  dispense  with  or  to  postpone,  and  a  high  rate 
induces  them  to  wait  until  the  disturbance  has  passed  away  and  more 
fiivourable  terms  can  be  obtained.  The  drain  of  gold  from  the  Bank 
is  viewed  with  much  apprehension  unless  it  is  known  to  be  caused  by 
the  necessity  of  exporting  it  abroad ;  and  when  this  is  the  case,  a  rise  in 
the  rates  has  some  tendency  to  check  the  exportation,  and  so  save  the 
Bank  trom  any  farther  diminution  of  its  resources.  When  the  rate 
charged  in  England  is  2  per  cent,  higher  than  that  which  can  be 
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obtained  in  France  or  Belgium^  an  indaoement  is  held  ont  to  French 
or  Belgian  bankers  to  send  gold  to  England,  or,  at  least,  to  delay  with- 
drawing what  they  may  happen  to  posaesB  there,  and  thus  to  check  the 
exportation  (the  difference  of  2  per  cent,  being  neceesary  in  order  to 
coyer  the  expenses  of  transporting  bullion).  It  may  often  be  noticed 
that  a  rise  in  one  country  is  followed  by  a  rise  in  another,  and  that  what 
Mr.  Patterson  calls  a  ''  War  of  the  Banks,"  is  prompted  by  the  desire  of 
each  to  check  the  outflow  of  bullion  from  a  country  where  the  rate  is 
lower  than  elsewhere.  Sometimes  these  measures  seem  to  produce  the 
desired  effect,  though,  in  fact,  the  coincidence  is  only  accidental.  The 
bank  rate  is  raised,  and  immediately  afterwards  the  telegraph  announces 
that  a  steamer  has  left  Melbourne  or  Sidney  with  a  large  amount  of  gold ; 
but  as  six  weeks  must  elapse  before  it  can  arrive,  it  is  not  likely  that 
Australian  Banks  would  be  tempted  by  a  high  rate  which  would  pro- 
bably have  given  place  to  a  low  one  by  the  time  the  gold  arrived.  During 
some  months  in  1866,  the  Bank  of  England  maintained  its  rate  at 
10  per  cent,  while  the  Bank  of  France  was  only  charging  4  per  cent., 
but  even  this  difference  did  not  attract  gold  from  France  to  England. 
But  although  the  effect  is  not  always  or  immediately  produced,  it  is 
certain  to  follow  unless  some  extraordinary  circumstance  interferes. 
When  a  country  has  to  make  a  large  foreign  payment  in  excess  of  its 
receipts  from  abroad,  gold  furnishes  the  most  convenient  means  of 
remittance,  and  must  be  withdrawn  from  the  banks  whatever  may  be  the 
rate  of  interest  charged.  The  fact  that  a  lower  rate  of  discount  is  charged 
in  a  foreign  country  will  not  enable  many  merchants  to  get  their  bills 
discounted  abroad ;  for  foreign  bankers,  though  they  may  be  willing  to 
charge  a  low  rate  to  borrowers  with  whom  they  are  familiar,  WiU  charge 
a  higher  rate  with  strangers.  But  a  high  rate  tends  to  produce  a  fall  in 
the  price  of  several  securities,  partly  because  some  persons  who  would 
otherwise  invest  their  money  in  securities  prefer  at  such  times  to  lend  it 
out  on  short  loans,  and  partly  because  many  holders  of  securities  are 
obliged  to  sell,  and  the  fall  in  the  price  attracts  foreign  purchasers  who 
are  obliged  to  remit  bullion.  As  the  bullion  arrives,  the  reserve  of  the 
Bank  increases,  and  when  all  those  who  are  forced  to  borrow  have  been 
satisfied,  the  drain  on  the  resources  of  the  Bank  slackens,  and  it  is  able 
to  reduce  its  rate.  The  Bank  Acts  of  1845  aggravate  the  natural  tend- 
ency to  fluctuation  in  the  rate  of  discount  by  compelling  the  Scotch  and 
Iridi  Banks  to  increase  their  reserve  of  gold  to  the  same  extent  as  they 
increase  their  notes.  This  increase  always  takes  place  about  November, 
and  the  consequence  is,  that  a  large  amount  of  gold  is  withdrawn  from 
the  Bank  of  England,  which  serves  no  other  purpose  than  that  of  obeying 
the  law;  while  its  loss  compels  the  Bank  to  raise  its  rate^  in  order,  if 
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possible,  to  stop  any  farther  \vithdrawal.  The  feict  that  the  Govern- 
ment balance  in  the  hands  of  the  Bank  is  nsaally  lowest  after  the 
payment  of  the  October  dividends  furnishes  an  additional  source  of 
weakness ;  and  if  to  these  two  causes  there  be  added  a  foreign  criffls,  or  a 
serious  Mure  in  England,  there  is  sure  to  be  either  a  crisiSy  or,  at  leasts 
a  high  rate  maintained  for  two  or  three  months.  As  the  accounts  of  the 
Bank  are  published  every  week,  the  public  can  always  tell  when  the 
reserve  is  diminishing ;  and  this,  when  it  happens,  is  apt  to  produce 
some  alarm,  and  to  give  rise  to  borrowing  on  a  larger  scale  ftom  fear 
that  the  rate  will  soon  be  raised.  It  has  been  often  suggested  that 
though  the  reserve  is  larger  than  it  used  to  be,  it  is  not  large  enough  for 
the  wants  of  the  present  day ;  and  several  writers  have  tried  to  imi»re68 
on  the  Directors  the  duty  incumbent  upon  them,  as  guardians  of  the 
banking  reserve  of  the  country,  of  maintaining  a  large  store  of  gold  to 
meet  all  contingencies.  If  banking  were  free,  it  would  be  out  of  place 
to  impress  on  Directors  the  importance  of  performing  as  a  duty  what 
their  own  interests  would  be  enough  to  induce  them  to  do ;  but  as  the 
Government  has  given  to  one  bank  a  monopoly  of  the  business  of  issuing 
notes  in  London,  it  is  not  unnaturally  thought  that  the  monopolists  are 
bound  to  use  their  privilege  for  the  benefit  of  the  public  Some  good 
might  be  done  by  keeping  a  larger  reserve,  but  it  is  quite  impossible  for 
any  bank  to  keep  a  large  one  at  all  times,  and  even  the  enormous 
reserve  of  the  Bank  of  France  has  sometimes  been  ahnost  exhausted. 
The  depositors  have  it  always  in  their .  power  to  withdraw  the  whole  of 
their  deposits,  and  no  bank  performing  the  functions  which  banks  are 
expected  to  perform  in  England  could  maintain  a  reserve  equal  in 
amount  to  its  notes  and  deposits. 

That  the  amount  of  gold  held  in  reserve  by  a  bank  has  great  influence 
on  the  rate  of  discount  which  it  charges,  and  on  its  power  of  meeting  its 
engagements,  may  be  seen  by  a  comparison  of  the  accounts  of  the  Bank 
of  England,  or  of  any  other  bank,  at  different  periods.  It  hardly  needs 
to  be  proved  that  when  a  bank  is  exposed  to  a  run,  a  sudden  influx  of 
gold  will  enable  it  to  hold  its  ground.  Mr.  Kennedy,  in  his  ''Four 
Years  in  Queensland,"  tells  us,  that  in  1866  several  banks  in  that  colony 
were  in  danger  of  stopping  payment,  but  were  saved  by  the  opportune 
discovery  of  some  gold  mines,  the  produce  of  which  was  deposited  in 
their  keeping.  The  Galifomian  and  Australian  discoveries  were  fol- 
lowed by  a  large  increase  in  the  reserve  of  the  Bank  of  England  and  by 
the  maintenance  of  low  rates  of  discount,  and  it  can  hardly  be  doubted 
that  the  fhcts  stood  to  each  other  in  the  relation  of  cause  and  eSecU 
Some  persons  somewhat  hastily  concluded  that  this  effect  would  be 
permaaent^  and  that  because  the  discoveries  had  reduced  the  cost  of 
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obtaining  gold,  they  would  abo  reduce  the  rate  of  interest.  They 
thought  that  because  money  was  cheap  in  the  sense  of  purchasing  less 
of  other  things,  it  must  therefore  be  cheap  in  the  sense  of  bringing  in  a 
smaller  quantity  of  itself  when  transferred  from  a  lender  to  a  borrower. 
That  this  did  not  follow  hardly  needs  to  be  proved,  but  if  proof  were 
wanting  it  would  be  furnished  by  the  fact  that  the  rate  of  interest  rose 
enormously  in  the  very  countries  where  the  discoveries  were  made.  In 
England  the  influx  of  gold  was  sudden  and  the  rise  of  prices  gradual,  so 
that  a  large  quantity  which  the  public  did  not  require  was  retained  in 
the  Bank  ;  but  in  Australia  the  rise  of  prices  was  more  rapid  than  the 
increase  of  coin,  and  the  banks  had  no  greater  addition  made  to  their 
receipts  than  to  their  disbursements.  As  prices  were  constantly  fluc- 
tuating, and  as  the  whole  structure  of  society  was  undergoing  a  radical 
change,  it  is  no  wonder  that  the  banks  were  obliged  to  charge  high  rates, 
when  they  could  not  tell  whether  the  wealthy  man  of  to-day  might  prove 
to  be  a  bankrupt  to-morrow.  That  a  withdrawal  of  a  large  amount  of 
^old  is  accompanied  by  a  high  rate  of  discount  is  shown  by  the  accounts 
of  the  Bank  in  every  commercial  crisis,  when  it  is  always  seen  that  the 
reserve  is  at  its  lowest.  Some  persons  who  have  noticed  this  have 
bethought  themselves  of  a  simple  expedient  for  obviating  commercial 
crises  by  doing  away  with  the  obligation  incumbent  on  the  Bank  of 
paying  its  notes  in  gold  :  they  argue  that  as  banks  fail  from  not  being 
able  to  furnish  gold  when  required,  they  would  never  fail  if  relieved 
from  the  obligation  to  furnish  it,  and  that  they  might  then  be  able  to 
maintain  an  unvarying  rate  of  discount*  But  those  who  argue  thus,  look 
merely  at  the  surface,  and  do  not  see  that  the  power  to  produce  a  given 
quantity  of  gold  is  merely  the  sign  of  the  wealth  of  a  bank,  and  that  if 
this  particular  sign  be  dispensed  with,  another  would  be  required  which 
would  be  equally  onerous  to  the  bank.  In  the  United  States,  banks  are 
required  to  pay  not  in  gold  but  in  inconvertible  notes,  but  they  are  just 
as  much  exposed  to  the  danger  of  exhausting  their  reserve  of  notes  as 
EngUsh  banks  to  that  of  exhausting  their  stock  of  gold,  and  the  severe 
crisis  of  1873  showed  that  they  were  quite  unable  to  maintain  a  moderate 
rate  of  discount,  though  they  were  in  most  cases  only  obliged  to  redeem 
paper  with  paper.  Whatever  be  the  mode  in  which  banks  are  required 
to  meet  their  engagements,  some  check  must  be  imposed  upon  them  to 
prevent  them  from  manufacturing  paper  money  ad  libitum.  If  they 
were  allowed  to  issue  notes  which  professed  to  be  certain  sums  of  money, 
but  for  which  neither  the  bank  nor  any  one  else  was  obliged  to  give 
anything  of  value,  they  would  either  be  able  to  appropriate  the  money 
of  other  people,  or  the  notes  themselves  would  be  deprived  of  value. 
In  the  latter  case  they  would  not  fulfil  the  object  of  enabling  borrowers 
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to  obtain  what  they  wanted;  and,  in  the  former  casey  though  they  might 
be  of  nse  for  a  time,  the  receivers  would  soon  be  unable  to  do  without 
obtaining  some  more  solid  advantage  in  exchange  for  them,  and  would 
refase  to  give  their  commodities  for  them,  and  depreciation  would  soon 
follow.  Although  the  form  which  a  loan  takes  is  that  of  a  transfer  of 
money,  the  real  object  in  view  is  to  obtain  commodities,  and  the  power 
of  a  people  to  borrow  and  lend  ultimately  depends  on  the  quantity  of 
commodities  which  they  possess.  This  point  has  been  ably  urged  by 
Mr.  Bonamy  Price,  in  his  review  of  Lombard  Street,  in  "  Fraser's  Maga- 
zine" for  October,  1878,  where,  however,  he  is  inclined  to  ride  his 
theory  somewhat  too  hard  by  contending  that  a  quantity  of  gold  held 
in  reserve  has  nothing  to  do  with  the  rate  of  discount.  At  ordinary 
times,  what  people  wish  to  borrow  is  capital  for  carrying  on  their 
business,  and  this  they  would  contrive  to  do  if  gold  were  not  used  at  all. 
At  the  time  of  a  crisis,  what  they  want  is  not  so  much  capital  as  money, 
in  some  shape  or  other,  to  enable  them  to  fulfil  engagements  which  are 
expressed  in  money.  At  such  times  the  Bank  Act  do&»  much  harm  by 
artificially  preventing  debtors  from  obtaining  coin  and  notes  which  their 
creditors  would  willingly  receive,  and  which  other  persons  would  be 
willing  to  lend  them.  The  Government  cannot  undertake  to  borrow 
unlimited  sums  at  a  fixed  rate  of  interest,  because  it  would  be  unable  to 
provide  itself  with  the  means  of  meeting  all  the  calls  which  might  be 
made  upon  it.  This  fact  has  been  kept  in  view  in  the  arrangements  of 
the  Post  OflSce  Savings'  Banks,  where,  although  the  Government  under- 
takes to  pay  a  fixed  rate  of  interest  of  2^  per  cent,  it  limits  the 
amount  which  a  single  depositor  may  place  to  his  account,  and  even 
enforces  its  rules  by  so  strong  a  measure  as  imprisoning  those  who  resort 
to  deception  in  order  to  exceed  the  prescribed  limit.  The  joint-stock 
banks,  though  they  engage  to  borrow  unlimited  quantities,  protect 
themselves  by  varying  the  rate  of  interest  according  to  the  variations 
in  the  rate  which  they  are  themselves  able  to  charge  for  loans.  If  largo 
amounts  are  brought  to  them,  they  either  require  some  notice  to  be 
given  before  the  money  is  withdrawn,  or,  at  least,  offer  to  allow  higher 
interest  on  condition  of  such  notice  being  given. 

As  the  rates  of  interest  paid  on  different  stocks  differ  considerably, 
as  each  stock  possesses  some  merits  or  defects  peculiar  to  itself,  and  is 
liable  to  be  affected  in  price  by  political  or  other  events  which  can  have 
no  influence  upon  other  stocks,  there  is  a  wide  field  open  for  those  who 
choose  to  engage  in  the  business  of  buying  them  when  they  are  diei^ 
and  selling  them  when  they  are  dear.  When  a  revolution  takes  place  in 
any  country,  one  of  the  first  effects  is  usually  a  fall,  and  more  rarely  a 
rise,  in  the  price  of  the  stocks  issued  by.  the  government  which  has  been 
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oTerthrown.  It  ib  natural  that  the  price  ahonld  M,  for  a  revolntion  is 
seldom  effected  without  oonsiderable  expense  to  the  new  goTemment ; 
and  this  is  likely  to  interfere  with  the  due  discharge  of  its  pecuniary 
engagements^  including  that  of  paying  the  interest  on  its  funded  debt. 
When  a  rise  takes  place,  as  was  the  case  with  Spanish  stock  on  the 
proclamation  of  King  Alfonso  XII.  in  January,  1875|  it  is  because  it  is 
expected  that  the  new  government  will  be  stronger  and  more  scrupulous 
than  that  which  preceded  it.  Even  a  change  of  the  head  of  the  State, 
or  a  mere  change  of  ministry,  though  effected  without  yiolence,  some- 
times  produces  an  effect  on  the  price  of  the  funds.  The  French  ftmds 
rose  on  the  OTcrthrow  of  M.  Thiers  on*  May  24th,  1878,  apparently 
because  French  investors  regarded  the  presidency  of  Marshal  McMahon 
as  a  better  guarantee  of  order  than  that  of  his  predecessor.  Besides 
political  changes,  there  are  other  acts  of  a  government  which  produce 
effbcts  of  this  kind,  the  principal  being  the  issue  of  fresh  loans.  If  it 
is  announced,  or  even  rumoured,  that  a  government  is  about  to  ask  for  a 
fresh  loan,  a  taM  in  the  price  of  its  old  stocks  is  almost  sure  to  follow, 
although  no  doubt  may  be  entertained  that  the  interest  on  the  new  loan 
will  be  paid  as  punctually  as  on  the  old.  When  a  war  is  expected  to 
break  out,  the  stocks  of  both  governments  which  are  to  engage  in 
it  suffer  a  fall  because  it  is  expected  to  lead  to  fi'esh  borrowing. 
Thus,  even  if  there  were  no  stocks  except  those  issued  on  the  authority 
of  a  government,  there  would  be  ample  opportunity  for  persons  pos- 
sessed of  superior  knowledge  or  greater  boldness  to  amass  wealth  by 
purchasing  them  when  from  any  cause  their  price  has  fallen,  and  selling 
them  again  when  the  disturbance  has  passed  away.  Such  a  business  is 
carried  on  to  a  large  extent  at  the  present  day,  and  has  received  the 
appropriate  name  of  Stock  Exchange  speculation.  It  is  essential  to 
mooeas  in  this  business  that  the  operator  should  be  supplied  with  early 
information,  and  accordingly  those  who  engage  in  it  as  the  business  of 
their  life  spend  considerable  sums  in  obtaining  news  by  post  and  tele- 
graph from  all  parts  of  the  world.  Unfortunately,  these  persons  are  too 
often  not  content  with  obtaining  news,  but,  when  they  cannot  get  such 
as  would  suit  them,  they  do  not  scruple  to  invent  it,  and  to  enrich  them- 
selves at  the  expense  of  more  honest  or  less  wary  speculators.  There 
are  now  a  large  amount  of  stocks  issued  by  private  companies  which 
afford  an  additional  field  for  this  kind  of  business.  As  some  of  these 
consist  of  shares,  the  dividend  on  which  rises  and  falls  according  to  the 
success  of  the  particular  company,  there  is  room  for  an  indefinite  fluc- 
tuation in  their  price ;  and  here  again  it  is  of  the  utmost  importance  to 
be  supplied  with  early  and  complete  information  respecting  all  circum- 
Btanoes  which  can  affect  the  amount  of  the  dividend.    Within  a  few 
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years  the  dividend  on  the  ordinary  shares  of  the  Great  Western  BaQway 
rose  from  one-half  per  cent,  to  4^  per  cent,  per  annnm,  and  the  price  rose 
from  80  per  cent,  to  par.  The  opportunity  which  was  thus  afforded  for 
trebling  the  amount  invested  was  adroitly  seized  by  some  persons  .who 
could  afford  to  wait  for  some  time  before  realising  a  profit,  and  their 
boldness  was  rewarded  with  a  considerable  fortune.  As  nearly  every 
^ilway  is  at  some  time  or  other  exposed  to  reverses,  and  has  always  a 
chance  of  a  return  of  prosperity,  those  who  engage  in  this  sort  of 
business  are  obliged  to  be  continually  transferring  their  money  fix>m  one 
company  to  another.  The  debentures  and  preference  shares  are  not  so 
much  exposed  to  fluctuation  8f  price,  because  the  dividends  do  not  vaiy 
according  to  the  success  of  the  particular  company,  but  never  rise  above, 
and  very  seldom  fall  below,  a  definite  rate.  They  may  be  purchased  by 
trustees,  and  this  alone  is  sufficient  to  produce  a  comparative  steadiness 
in  their  price,  for  trustees  are  a  large  body,  and  are  but  little  disposed 
to  change  an  investment  because  some  temporary  cause  would  make  it 
profitable  to  do  so.  Those  who  are  not  fettered  in  their  choice  of  invest- 
ments by  the  restrictions  imposed  on  trustees,  are  able  to  transfer  their 
money  from  debentures  to  ordinary  shares,  or  from  railway  shares  to 
Government  stocks,  according  as  they  may  see  a  chance  of  making  a 
profit ;  and  this  perpetual  shifting  is  for  ever  tending  to  establish  such 
an  equilibrium  that  in  whatever  way  money  is  invested  it  shall  bring 
in  the  same  rate  of  interest.  This  equilibrium  is  never  indeed  com- 
pletely attained,  for  different  classes  of  securities  cannot  always  present 
the  same  advantages,  and  there  is  always  something  to  be  gained  by 
those  who  do  not  scruple  to  incur  some  amount  of  risk.  Stockbrokers 
and  others  whose  business  it  is  to  act  as  agents  between  those  who 
wish  to  buy  and  those  who  wish  to  sell  stocks,  frequently  employ  their 
own  money  in  buying  up  a  stock  which  at  the  moment  is  not  required 
by  bona  fide  investors,  and  sell  it  again  when  investors  are  ready  to  ti^e 
it.  By  doing  so  they  make  a  profit  for  themselves,  and  at  the  same 
time  confer  a  benefit  on  the  government  or  the  company  which  happens 
to  bring  out  a  loan  at  a  time  when  the  investing  public  are  not  prepared 
to  purchase  it.  Such  persons  not  unfrequently  borrow  money  for  the 
purpose  of  buying  stocks,  and  to  them  the  rate  of  discount  which  may 
happen  to  prevail  is  a  matter  of  great  importance.  During  1871-2 
many  persons  made  fortunes  in  this  way  by  purchasing  foreign  stocks 
whose  price  was  low  with  money  borrowed  for  the  most  part  on  the 
security  of  the  stocks  themselves ;  while  the  rate  of  discount  being  low, 
they  had  to  pay  much  less  for  the  loan  than  they  received  from  the 
stocks,  and  were  able  to  sell  at  a  price  which  enabled  them  to  repay  the 
loan  and  to  clear  a  considerable  sum.    But,  unfortunately,  there  are  other 
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peiBons^  who,  ftom  obfierving  that  the  prices  of  difiimpt  Btd(dp(». are  per*/   /  ^ 
petnally  rising  and  falling,  have  inferred  that  th^  cftn^mrich  th^dn^elves  '  ^    / 
by  simply  baying  a  stock  on  credit,  and  selling  wheiLits  pi^^^  has  risafr,^ . 
without  possessing  any  knowledge  of  the  circumstances  i^ch  ioi^^^use     fj 
the  price  to  rise  or  faU.    They  persuade  themselves  that  Stock  Exclum^ 
speculation  is  so  simple  a  business  that  a  person  can  succeed  in  it/, 
without  devoting  fco  it  the  time,  skill,  and  trouble  which  are  necessary^ 
for  success  in  any  other  line  of  life.    Mr.  Crump's  "  Theory  of  Stock 
Exchange  Speculation"  is  an  able  treatise  intended  to  warn  such  people 
of  the  folly  of  this  delusion,  and  it  is  only  to  be  regretted  that  there  is 
but  a  small  chance  of  the  book  being  read,  much  less  heeded,  by  those 
for  whose  benefit  it  is  intended.    He  carefully  distinguishes  between  the 
professional  speculator  who  makes  it  his  business  to  study  the  circum- 
stances relating  to  a  few  stocks  and  get  early  information  about  them, 
and  the  '^hap-hazard  speculator"    who  supposes  that  a  stock  will 
continue  to  rise  in  price  merely  because  it  has  been  rising  for  a  month 
or  two.    He  justly  remarks  that  persons  of  this  latter  class  have  no 
more  chance  of  winning  than  those  who  used  to  play  at  the  roulette 
tables  of  Baden  and  Homburg.      At  the  gaming  table,  rules  were 
devised  which  ensured  that  the  bank  should  win  in  the  long  run,  and 
Mr.  Crump  tells  us  that  stockbrokers  stand   in  the  same  position 
toward  speculators  as  the  bank  towards  the  gamblers.     Whenever  a 
transfer   of  stock   is  made  through  a  broker,  he  requires  a  com- 
mission, and,  as  Mr.  Crump  points  out,  the  payment  often  eats  away 
an  apparent  profit   while  it  greatly  enhances  a  loss.      The  stock- 
jobbers, who  make  it  their  business  to  buy  and  sell  any  quantity  of 
stock    that   may   be   required,   secure    a    profit    to    themselves   by 
making  a  difference  between  the  price  at  which  they  buy  and  that  at 
which  they  sell  on  the  same  day.    In  some  of  the  more  speculative 
stocks  this  difference  is  as  high  as  three  per  cent.,  and  it  is  difScult  to 
find  a  better  example  of  the  ignorance  of  '^  hap-hazard  speculators  "  than 
is  fiimished  by  Mr.  Crump  when  he  tells  us,  that  the  mere  fact  that  the 
price  of  such  stocks  is  quoted  as  85  to  88  induces  them  to  suppose  that  they 
can  realise  a  profit  by  speculating  in  it.  They  suppose  that  the  price  has 
varied  from  85  to  88  in  a  single  day,  and  that  a  stock  which  fluctuates 
so  greatly  affords  a  favourable  field  for  speculation ;  but  when  they 
make  the  experiment  they  find  that  they  have  to  sell  for  about  three 
pe(r  cent,  less  than  what  they  paid,  and  the  difference  goes  into  the 
jobber's  pocket.    Speculation  of  this  kind  resembles  the  gambling  of 
Baden  and  Homburg  in  this  respect  also,  that  whatever  success  may 
be  at  first  attained,  people  are  never  content  with  it,  but  are  con- 
strained to  try  their  luck  again,  until  they  have  lost  everything  and  are 
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obliged  to  stop.  Mr.  Sala  has  given  in  his  ^'  Make  your  Game"  an 
amusing  sketch  of  the  state  of  things  at  Hombnrg  before  the  gaming- 
table was  suppressed,  and  he  tells  us,  that  though  there  have  been 
people  who  have  possessed  sufficient  strength  of  mind  to  quit  Hombaig 
for  ever  after  wijining  a  large  sum,  yet  as  he  is  ^'not  writing  for  oysten 
and  icebergs,"  he  is  justified  in  saying  that  if  any  of  his  readers  should 
frequent  the  gaming-table,  they  would  infallibly  continue  until  they  lost 
all  their  money.  Mr.  Crump  tells  us  the  same  thing  of  Stock  Exchange 
speculation.  If  the  first  venture  is  successful,  the  speculator  considers 
it  a  proof  of  his  own  talent,  just  as  a  gambler  congratulates  himself  on 
his  skill  in  predicting  that  red  would  turn  up  next.  He  persuades 
himself  that  he  is  sure  to  win  next  time,  and  if  he  is  unfortunate  he  n 
sure  that  the  luck  will  turn,  as  the  gambler  feels  confident  that  black 
will  turn  up  at  last  if  he  will  only  continue  to  back  it.  As  speculators 
of  this  class  have  little  or  no  money  of  their  own  to  begin  with,  they 
cannot  stand  long  against  a  run  of  ill-luck,  and  when  the  whole  of  what 
they  possessed  has  been  swallowed  up  in  brokers'  commissions,  or  some 
unusual  circumstance  has  produced  a  sudden  fall  in  the  price  of  the 
stock  in  which  they  have  embarked,  their  career  terminates  in  the  onlj 
way  in  which  it  can  terminate,  in  bankruptcy.  The  fact  that  there  are 
always  many  such  persons  on  the*  verge  of  bankruptcy  makes  intel- 
ligible what  at  first  sight  appears  so  extraordinary — the  immediate  effect 
which  the  news  of  a  battle  or  the  change  of  ministry  produces  on  the 
price  of  a  foreign  stock.  English  investors  would  never  think  of  selling 
out  consols  merely  becau^  English  troops  had  suffered  a  reverse  in 
China,  or  because  a  Liberal  ministry  had  given  place  to  a  Conservative 
one  ;  but  speculators  in  Spanish  bonds  may  well  desire  to  realise  on  the 
first  news  of  any  event  which  holds  out  the  slightest  chance  of  the 
recognition  of  their  claims.  It  would  be  well  if  this  sort  of  speculation 
did  no  harm  to  anyone  except  the  speculators  themselves,  but,  unfor- 
tunately, it  injures  other  people  also.  Of  late  years,  speculation  in  bank 
shares  has  been  carried  on  to  a  great  extent  in  England,  and  has  had 
the  effect  of  injuring  some  of  the  banks  concerned.  The  pnblidty 
which  is  now  afforded  to  their  annual  meetings  and  statements  of 
accounts  enables  speculators  to  compare  the  dividends  of  different  banks, 
and  to  buy  or  sell  shares  according  to  the  profits  which  they  are  making. 
This  encourages  an  unhealthy  competition  on  the  part  of  the  banks 
whose  managers  desire  to  see  the  shares  quoted  at  a  respectable  figure, 
and  induces  them  to  starve  their  reserve  in  order  to  be  able  to  pay  high 
dividends.  Nor  is  this  all ;  for  many  depositors  are  frightened  by 
a  Ml  in  the  price  of  the  shares,  which  they  consider  as  a  proof  that  the 
bank  is  in  difficulties,  and,  by  withdrawing  their  deposits,  they    roduce 


Digitized  by  VjOOQIC 


STOCK  EXCHANGE  SPECULATION.  466 

the  catastrophe  which  thej  dread.  The  stoppage  of  the  Agra  Bank  in 
1866  was  thus  brought  abont^  though,  as  has  been  subsequently  seen,  it 
was  perfectly  solyent.  Such  speculation  is  prevented  in  Sweden  by  the 
legal  difficulties  placed  in  the  way  of  transferring  bank  shares.  Specn- 
lation  in  foreign  stocks  has  the  effect  of  encouraging  the  extravagance 
of  governments  which,  like  those  of  Turkey,  Egypt,  aAd  Spain, 
habitually  spend  more  than  they  receive,  and  trust  to  fate  to  make  up 
the  deficiency.  If  the  loans  raised  by  such  governments  depended  for 
their  success  on  bona*fide  investors,  it  would  be  impossible  to  raise 
them  after  the  government  had  once  proved  defaulter ;  but  speculators 
are  ready  to  invest  in  them  because  they  hope  that,  even  if  they  do  not 
themselves  receive  any  interest,  they  wiU  at  least  be  able  to  seU  the 
principal  for  more  than  they  gave  for  it.  As  the  total  number  of 
speculators  is  very  large,  they  can,  collectively,  produce  sufficient  sums 
to  take  up  the  comparatively  small  loans  which  ape  issued  by  these  govern- 
ments, and  thus  prolong  the  lease  of  credit  which  the  latter  still  contrive 
to  enjoy,  instead  of  compelling  them  to  choose  between  repudiation 
and  retrenchment.  The  knowledge  that  these  loans  are  so  largely 
subscribed  for  by  speculators  renders  it  difficult  to  feel  any  sympathy 
for  the  bondholders  when  the  time  of  default  or  repudiation  arrives, 
and  no  doubt  the  Ministers  of  those  States  salve  their  consciences  with 
the  reflection ;  so  that  an  injury  is  thus  inflicted  in  those  exceptional 
cases  where  the  bonds  are  held  by  bona-fide  investors  who  have  trusted 
to  the  promises  of  the  government.  In  speculation  of  this  sort  it  is 
a  common  practice  to  agree  to  buy  at  one  price  and  seU  at  another,  the 
difference  alone  being  transferred,  while  the  actual  stock  does  not 
change  hands.  This  is  done  to  such  an  extent  that,  in  1874,  a  Clearing 
House  was  established  on  the  London  Stock  Exchange  for  the  purpose 
of  minimising  the  transfers  of  those  bonds  which  are  the  chief  subjects 
of  speculation.  The  plan,  which  is  similar  in  principle  to  that  of  the 
Bankers'  Clearing  House,  has  been  found  to  work'well,  and  has  enabled 
brokers  to  settle,  by  a  single  transfer,  as  many  as  twenty  transactions. 
This  kind  of  business  is  fairly  open  to  Aristotle's  criticism  on  money- 
lending,  that  those  who  engage  in  it  do  not  produce  anything,  but 
simply  make  money  out  of  one  another.  Those  who  lend  money 
benefit  the  borrower  at  the  same  time  that  they  benefit  themselves, 
for  they  enable  him  to  make  a  profit  by  the  use  of  the  money ;  but 
those  who  speculate  in  the  stocks  of  defaulting  governments  can  only 
make  a  profit  at  the  e^)ense  of  other  speculators.  The  price  of  the 
stock  does  not  continue  to  rise,  but  is  continually  fluctuating,  and 
whatever  is  gained  by  those  who  sell  at  a  higher  price  is  sure  to  be  lost 
by  those  who  are  obtiged  to  sell  at  a  lower  price.    In  such  a  game  the 

HH 


Digitized  by 


Goool 


466  FOREIGN  DfVBSTMENTS. 

hap-hazard  speculator  is  completely  at  the  mercy  of  the  profeasional 
speculator,  whose  gains  are  almost  entirely  derived  from  the  losses  of  his 
less-experienced  competitors. 

,    As  speculation  of  one  sort  or  another  is  always  tending  to  divert 
money  into  the  channels  where  it  will  yield  most  profit,  there  is  always 
an  interchange  going  on  between  different  countries  according  as  home 
or  foreign  investments  hold  out  the  highest  interest  to  the  moneyed  public 
The  tendency  is  obviously  to  bring  the  rate  of  interest  on  stocks  to  the 
same  level  in  all  countries,  although  this  result  is,  as  yet,  very  far  from 
being  attained.    When  a  long  period  has  gone  by  without  many  fresh 
loans  being  offered  to  the  people  of  a  particular  country,*either  by  their 
own  government  or  by  companies  within  the  country,  a  marked  rise  is 
perceptible  in  the  prices  of  all  old  stocks ;  and  such  a  time  affords  a 
favourable  opportunity  for  foreign  governments  or  companies  to  invite 
subscriptions  to  a  loan.  As  the  wealth  of  a  country  increases,  it  becomes 
able  to  support  a  larger  number  of  persons  who  do  not  labour  for  their 
own  living,  and  a  sign  of  the  increase  of  this  class  is  seen  in  the  larger 
sums  offered  for  investment  in  the  public  frinds,  mortgages,  land,  eta, 
from  which  such  persons  obtain  an  income.    The  extent  of  land  which 
a  country  possesses  is  always  limited;  and  if  the  amount  of  stocks  has 
not  undergone  a  corresponding  increase,  the  larger  sum  cannot  be 
invested  without  a  rise  in  the  price  of  some,  or  all,  of  the  old  stocks. 
Such  a  rise  indicates  that  the  time  has  arrived  for  introducing  fresh 
projects,  which  soon  make  their  appearance  when  prices  fall  again,  and 
the  (^cle  is  repeated.    Foreign  stocks  come  in  for  their  share  of  atten- 
tion, and  if  they  are  purchased  to  any  large  extent  a  large  quantity  of 
commodities  must  be  exported  to  discharge  the  obligations.    Mill  has 
described  this  process  as  the  tendency  of  profit  to  a  minimum,  and  he 
regarded  foreign  investments  as  the  safety  valve  which  prevented  the 
rate  of  profit  from  falling  to  that  lowest  point  after  passing  which  it 
would  not  hold  out  any  inducement  to  capitalists  to  save.  In  the  chapter 
on  profit,  (Book  II.,  chap.  4),  I  have  endeavoured  to  show  that  the  rate 
has  no  tendency  to  fall  as  a  country  advances  in  wealth ;  bnt  it  cannot 
be  doubted  that  the  rate  of  interest  does  at  certain  times  show  a  down- 
ward tendency  which  is  occasionally  checked  by  investment  in  foreign 
securities.    I  have  endeavoured  to  show  that  the  increase  of  capital  only 
takes  place  under  conditions  which  enable  its  possessors  to  obtain  as 
high  profit  from.its  use  as  former  capitalists  have  done,  and  that  there  is 
no  motive  which  would  induce  men  to  grow  com  in  less  favourable  cir- 
cumstances than  those  in  which  it  had  been  afready  produced.    As  the 
increase  of  food  is  sure  to  be  followed  by  an  increase  of  popnlation,  there 
cannot  be  a  permanent,  and  there  is  seldom  a  temporary  difficulty 
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in  providing  employment  for  capiUJ ;  but  the  case  is  somewhat  di£ferent 
with  the  money  which  wealthy  persons  wish  to  invest  in  safe  securities. 
Governments  and  old-established  companies  will  not  borrow  more  for  no 
other  reason  than  that  there  is  more  to  lend^  and  for  a  time  there  may  be 
a  difficulty  in  finding  a  field  for  investment.  Even  here  the  difficulty  is 
only  temporary,  and  there  is  no  need,  as  some  people  have  supposed,  for 
the  government  to  increase  its  debts  in  order  to  provide  its  subjects 
with  the  means  of  investing  their  money.  The  increase  of  the  investing 
class  shows  that  the  country  is  able  to  support  them,  and  the  interven- 
tion of  the  (Government  is  not  required  to  enable  this  to  be  done.  The 
knowledge  that  there  are  many  persons  seeking  a  safe  investment  will  en- 
courage landowners  to  raise  mortgages,  and  companies  to  create  debentures 
or  preference  shares,  which  will  answer  the  purpose  quite  as  weU  as  an 
increase  of  the  national  debt,  without  bringing  on  the  people  the 
inconvenience  of  increased  taxation.  That  investment  in  foreign  stocks 
benefits  the  investing  cbsses  is  obvious,  but  there  are  some,  and  Mr. 
Pawcett*  is  among  them,  who  consider  that  it  inflicts  an  injury  on  the 
working  classes.  They  argue  that  such  investment  is  really  an  exporta- 
tion of  capital,  and  that  the  labourers  must  suffer  by  every  diminution 
of  the  capital  of  their  country. 

In  what  way  they  suffer  is  not  clear,  for  the  exportation  of 
capital  does  not  tend  to  make  labour  less  efficient,  nor,  therefore, 
to  reduce  real  wages.  When  the  commodities  exported  are  such 
as  are  used  for  food,  their  loss  tends,  so  far  as  it  goes,  to  diminish 
the  population  of  the  exporting  country,  and  the  numbers  of  the  labourers 
are  diminished  at  the  same  time  as  those  of  other  classes,  but  this  does 
not  imply  that  those  who  remain  are  worse  off  than  before.  It  frequently 
happens  that  when  money  is  subscribed  in  England  for  the  purpose  of 
constructing  a  railway  in  Canada  or  Australia,  navvies  and  other 
labourers  are  sent  out  from  England  to  construct  it,  so  that  the  same* 
persons  are  employed  in  the  same  way  as  if  the  money  had  been  kept  at 
home.  Though  the  connection  is  not  so  obvious  when  loans  are  raised 
for  railways  in  the  United  States,  it  oan  hardly  be  doubted  that  the  large 
investments  made  in  this  class  of  securities  contribute  to  the  employment 
of  English  emigrants,  and  confer  as  much  benefit  on  English  labourers 
as  if  they  had  stayed  at  home.  That  the  large  investments  which 
Englishmen  have  made  in  foreign  stocks  have  not  had  the  effect  of 
diminishing  the  population  of  England  is  shewn  by  the  census  returns, 
which  prove  that  it  has  increased  by  several  millions  during  the  last  20 
years.    Nor  is  it  by  any  means  clear  that  this  process  has  any  tendency 

*  **  Fortnightly  Review,"  January,  1874. 
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to  diminish  the  retums  on  English  industry.  Payments  for  foreign 
securities  are  effected  by  means  of  iron  rails,  cloth,  and  other  articles, 
which  enable  foreigners  to  increase  and  improve  their  production ;  and 
whatever  does  this,  increases  their  power  of  supplying  the  wants  of 
English  consumers,  among  whom  the  working  classes,  as  the  most 
numerous  and  the  poorest,  must  derive  the  chief  benefit  from  whatever 
diminishes  the  cost  of  production. 
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CHAPTER  X.— COLONIES, 

COLONIAL    DBPBNDKNCB— OOLONLiL    TRADE— KMIGRATIOir—TKAKSPOR- 
TATIOW — ^PEOTBOTION  IN  WAE— LOCAL  SELP-QOVBBNMKNT. 

"  The  Wealth  of  Nations  *'  was  published  in  the  very  year  in  which 
thirteen  provinces  of  North  America  issued  their  memorable  Declaration 
of  Independence.  In  Adam  Smith's  day,  the  question  whether  the 
mother  country  ought  or  ought  not  to  retain  its  authority  over  its 
colonies  was  not  a  merely  speculative  question,  but  one  which  the 
politicians  of  the  day  were  imperatively  required  to  consider  and  to 
decide.  He  brought  tD  its  consideration  the  same  comprehensiveness 
and  freedom  from  prejudice  which  are  displayed  throughout  his  work, 
and  nowhere  more  conspicuously  than  in  the  chapter  which  he  devoted 
to  this  subject.  Though  he  suggested  a  plan  by  which  the  pending 
straggle  might  be  terminated  without  a  separation  between  Great 
Britain  and  her  colonies,  he  did  not  disguise  his  opinion  that  it  wouM 
be  better  for  all  colonies  to  become  independent,  but  regarded  it  aa 
ridiculous  to  expect  that  Great  Britain  would  ever  consent  voluntarily 
to  renounce  the  allegiance  of  her  dependencies.  The  thirteen  provinces 
have  now  become  the  flourishing  republic  of  the  United  States,  which, 
during  the  century  that  has  elapsed  since  the  Declaration  of  Independence, 
has  grown  so  rapidly  that  its  population  now  exceeds  that  of  the  State 
which  gave  it  birth.  Probably  no  one  now  wishes  that  the  United 
States  were  still  subject  to  Great  Britain,  and  the  efiect  of  their  liberation 
has  been  to  familiarise  politicians  with  the  idea  that  a  time  must  come 
when  colonies  will  and  ought  to  throw  off  the  yoke  of  the  mother 
country.  Instead  of  saying  that  the  greatness  of  England  would  cease 
if  she  forfeited  the  allegiance  of  one  of  her  colonies,  politicians  now 
repeat,  with  wearisome  monotony,  that  England  ought  to  abstain  from 
any  attempt  to  retain  her  colonies  by  force,  and  ought  cheerfully  to 
release  them  from  their  allegiance  whenever  they  express  a  desire  to  that 
effect.  But  although  the  repetition  of  such  phrases  seems  to  betoken 
an  advance  in  public  opinion  since  the  time  when  statesmen  said  that 
no  effort  should  be  spared  to  put  down  the  American  revolt,  the  progress 
is  only  apparent,  and  the  writers  who  profess  an  approval,  in  the  abstract, 
of  the  emancipation  of  colonies,  contrive  to  find  reasons  for  resisting 
every  attempt  which  a  colony  actually  makes  to  assert  its  independence. 
The  Canadian  rebellion  of  1836  was  forcibly  suppressed,  and  the  language 
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of  London  newspapers  on  the  occasion  of  the  Jamaica  rebellion  of  1865 
showed  very  plainly  that  Englishmen  had  no  intention  of  allowing  the 
negroes  to  use  their  liberty  for  the  purpose  of  establishing  a  form  of 
government  in  accordance  with  their  own  wants  and  ideas.  The 
example  set  by  the  thirteen  provinces  of  North  America  has  not  been 
saocessftdly  followed  by  any  other  portion  of  the  British  Empire,  but 
the  Colonial  Empire  of  Spain  has  been  sadly  shorn  since  the  death  of 
Adam  Smith.  France,  too,  has  lost  something,  bat  in  many  cases  what 
has  been  lost  by  one  European  country  has  been  simply  transferred  to 
another,  and  the  Colonial  Empire  of  England  is  now  more  extensive 
than  it  was  when  Adam  Smith  wrote  ;  while  the  recent  annexation  of 
Fiji  shows  that  English  statesmen  are  not  yet  convinced  that  they  have 
too  large  a  territory  to  govern.  It  is  so  much  easier  to  see  a  mote  in 
our  neighbour's  eye  than  a  beam  in  our  own  eye,  that  a  revolting  colony 
is  sure  to  find  favour  with  foreign  spectators  who  would  themselves  do 
their  best  to  repress  any  outbreak  on  the  part  of  their  own  dependencies. 
The  French  Government  and  people  supported  the  North  American 
colonies  in  their  struggle  against  Great  Britain,  but  they  used  eveiy 
eflfort  to  keep  San  Domingo  in  subjection,  and  that  island  is  probably 
indebted  for  its  independence  to  the  war  between  England  and  France 
which  made  it  so  difficult  for  the  latter  to  exert  any  authority  beyond 
the  seas.  Englishmen,  in  their  turn,  can  see  the  folly  of  the  efforts 
which  the  Spaniards  are  now  making  to  preserve  their  authority  in 
Cuba,  while  Spaniards  are  equally  alive  to  the  immorality  and  absurdity 
of  the  determination  of  England  to  retain  possession  of  Gibraltar.  It  is 
only  when  the  national  dignity  is  wounded  that  politicians  take  for 
granted  that  they  ought  not  to  do  by  other  men  as  they  wish  others  to  do 
by  them,  and  the  same  inconsistency  is  shown  in  other  cases  besides 
those  of  revolting  colonies.  A  mere  question  of  internal  organisation, 
such  as  the  number  of  legislative  bodies  which  should  be  maintained 
within  a  State,  is  viewed  in  a  very  different  light  by  a  foreign  spectator 
and  by  a  native  statesman.  The  desire  of  the  Hungarians  for  a  separate 
parliament  seems  natural  enough  to  an  Englishman,  although  to  Austrian 
statesmen  it  formerly  appeared  to  be  most  treasonable.  Now  that  they 
have  obtained  this  object,  and  dualism  has  been  tried  for  several  years,  no 
one  thinks  of  ridiculing  it  as  chimerical,  or  of  denouncing  Dedk  or  Count 
Beust  as  traitors  and  agitators.  When  it  was  found  by  experience 
that  one  parliament  was  not  enough  for  Canada,  two  were  established  to 
pass  laws  for  the  separate  provinces  of  Ontario  and  Quebec,  and  a  third 
to  regulate  matters  common  to  them  both,  and  the  arrangement  was 
cheerfiilly  sanctioned  by  English  statesmen.  Yet,  when  Irish  politicians, 
speaking  the  voioe  of  numerous  large  Irish  constituencies,  ask  that  a 
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similar  arrangement  should  be  carried  out  in  the  United  Kingdom,  and 
demand  that  Ireland  should  have  a  local  parliament^  and  should  at  the 
same  time  be  represented  in  an  Imperial  Parliameut,  English  statesmen 
seem  hardly  able  to  find  words  strong  enough  to  express  their  scorn  and 
indignation.  Among  English  statesmen  there  are  none  whose  opinion  is 
entitled  to  more  respect^  or  who  might  be  expected  to  feel  less  prejudice 
against  a  noyel  scheme,  than  Mr.  John  Bright ;  and  yet  in  what  he  has 
written  on  the  subject  of  Home  Rule  he  displays  the  same  inability  to 
understand  the  longing  of  an  oppressed  nation  for  independence  which 
has  been  the  characteristic  of  tyrannical  kings  and  ministers  ever  since 
history  began.  In  the  "  Times  "  of  March  4, 1875,  is  published  a  letter 
from  him  to  the  Rev.  T.  O'Malley,  in  which,  short  as  it  is,  the  epithets 
"monstrous,"  "childish,"  and  "absurd"  are  more  than  once  applied  to 
the  Home  Rule  scheme.  Mr.  Bright  writes  as  if  he  had  never  heard  of  the 
Federal  system  being  actually  in  operation  in  Switzerland  and  Austria, 
as  well  as  in  almost  every  State  in  North  and  South  America.  As  a  reason 
why  Ireland  should  not  have  a  parliament  of  its  own,  he  says,  that  there 
are  only  one  million  men  in  it  who  are  opposed  to  English  rule,  and  that 
half  of  these  have  no  poUtical  knowledge ;  as  if  a  small  number  of  men 
had  more  difficulty  in  governing  themselves  than  a  large  number,  or  aa 
if  the  best  way  of  infusing  political  knowledge  into  a  people  were  not  io 
give  them  institutions  which  are  representative  in  fact  aa  well  as  in 
name.  He  repeats  what  has  be^n  so  often  said  by  English  politicians, 
that  the  Irish  have  never  "  been  able  to  make  a  clear  statement  of  their 
grievances,"  although  nothing  can  be  clearer  than  that  this  challenge  is 
not  an  argument,  but  a  trap.  What  the  Irish  object  to  is  English  rule, 
and  for  an  Englishman  to  say  that  this  is  not  a  grievance  is  to  say  that 
he  does  not  care  whether  the  Irish  are  treated  by  him  as  he  would  wish 
to  be  treated  by  them.  If  the  Irish  mention  a  specific  grievance,  such 
as  the  Church  or  the  Land,  Englishmen  regard  it  as  a  sufficient  excuse 
for  governing  Ireland  by  brute  force  that  they  thereby  prevent  the 
Irish  from  passing  measures  which  would  be  dangerous,  unjust,  revolu- 
tionary, or  whatever  abusive  epithet  comes  to  hand.  If  no  specific 
grievance  is  mentioned,  the  omission  is  gravely  cited  as  a  proof  that 
none  exists.  The  feeling  which  dictates  all  attempts  to  retain  depend- 
encies is  the  natural  one  which  prompts  the  strong  to  trample  on  the 
weak,  and  until  human  nature  has  undergone  a  very  great  improvement, 
the  feeling  will  remain  a  very  powerful  one ;  and  while  it  remains,  there 
wiU  be  no  lack  of  excuses  for  indulging  it  in  this  particular  direction. 
Already  a  few  philosophers,  among  whom  is  Mr.  Spencer,  have  boldly 
contended  that  the  retention  of  colonies  by  the  mother  country  is 
itially  unjust  and  impolitic,  and  although  their  opinion  has  been 
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mncb  abased  and  ridiculed,  no  argnmentfl  have  yet  been  prodaoed  \diioh 
are  adequate  to  its  refutation.  But  the  question  is  not  one  which 
rational  argument  is  allowed  to  decide,  and  even  if  there  were  no  feeling 
of  national  vanity  or  lust  of  power  to  influence  its  decision,  there  would 
still  be  the  enormous  vu  inertioB  which  an  established  system  always 
exerts.  English  statesmen,  even  if  convinced  that  it  would  be  desirable 
for  Australia  to  become  independent,  would  find  it  difficult  to  give  any 
satisfactory  reasons  for  renouncing  so  important  a  colony  without  being 
urged  to  do  so  by  the  Australians  themselves,  and  they  have  quite  enough 
to  do  in  settling  the  difficulties  which  press  for  solution  ^vithout  going 
out  of  their  way  to  originate  important  innovations.  Colonial  inde- 
pendence has  always  been,  and  probably  always  will  be,  the  result  of 
resistance  on  the  part  of  a  colony  to  some  particular  measure  which  the 
Home  Government  has  refused  to  abandon  in  deference  to  the  remon- 
strances of  the  colonists.  The  salutary  lesson  taught  by  the  American 
revolt  has  been,  laid  to  heart  by  English  statesmen,  who  very  seldom 
persistently  refuse  the  demands  of  an  Australian  or  American  colony. 
By  timely  concession  they  are  able  to  avert  a  storm  which  a  more 
obstinate  policy  would  have  raised,  and  the  weakness  of  the  oontrol 
exercised  by  the  Home  Oovemment  has  been  the  means  of  prolonging 
the  duration  of  its  authority.  It  is  frequently  prophesied  that  the 
Colonial  Office  will  never  again  enforce  its  right  of  vetoing  any  Act 
passed  by  an'  Australian  or  British  American  legislature;  but  these 
prophecies  have  been  so  often  falsified  by  events  that  they  can  no 
longer  daim  any  credit.  The  excuses  for  the  exercise  of  this  right 
in  particular  cases  are  plausible  enough ;  but  so  long  as  it  is  exercised,  it 
cannot  be  said  that  the  colonial  legislatures  are  virtually  independent. 
It  must,  moreover,  be  borne  in  mind,  that  Australia  and  British  America 
form  but  a  small  part  of  the  Colonial  Empire  of  Great  Britain,  and  that 
whatever  may  be  the  case  in  those  colonies,  the  Governor  of  British 
Guiana,  or  Cape  Colony,  is  no  mere  puppet  forced  to  obey  those  whom 
he  professes  to  govern.  Senior  has  contrasted  the  wisdom  of  the  ancient 
system  of  colonisation  with  the  folly  of  the  modem.  The  ancient  Greek 
colonies  were,  he  tells  us,  from  the  first,  independent  of  their  mother 
cities,  and  were  governed  solely  with  a  view  to  their  own  wel&re  instead 
of  being  treated  as  conveniencies  for  the  mother  city.  It  may  be  doubted, 
however,  whether  the  independence  which  the  Greek  colonies  enjoyed 
was  due  to  any  greater  liberality  on  the  part  of  the  ancient  Greeks  than 
has  been  displayed  by  modem  nations.  The  States  of  ancient  Greece 
were  very  small,  and  a  colony  planted  in  a  good  situation  required  no 
long  time  to  make  such  progress  as  to  rival  and  outstrip  its  parent^  and 
the  independence  which  many  of  them  enjoyed  was  simply  due  to  the 
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inafaility  of  their  mother  dties  to  control  them.  It  is  well  known  that 
the  Peloponesian  war  originated  in  the  attempt  of  Corinth  to  exercise 
authority  over  its  colony  Corcyra.  The  weakness  of  Spain  has  been  the 
principal  cause  of  the  emancipation  of  her  colonies  on  the  Continent 
of  America,  but  it  is  remarkable  that  the  opportunity  for  obtaining 
independence  which  was  afforded  by  the  condition  of  Spain  at  the  com- 
mencement of  the  18th  century  was  not  seized  by  her  colonies.  During 
the  war  of  the  Spanish  Succession^  nothing  could  have  been  easier  than 
for  Mezioo  to  make  itself  independent  of  Spain,  and  yet  this  important 
colony  accepted  the  King  whom  the  war  placed  on  the  throne,  although 
during  its  continuance  no  authority  was  actually  exercised  in  Mexico  by 
either  of  the  rival  claimants.  The  Mexicans  govemed  themselves  as  they 
could  during  the  struggle,  and  when  it  was  over,  acknowledged  the 
Governor  who  was  sent  out  from  Spain.  Spain  was  not  weaker  at  the 
commencement  of  the  19th  than  at  that  of  the  18th  century,  but  her 
colonies  had  become  stronger,  both  absolutely  and  relatively  to  the 
mother  country.  The  establishment  of  Joseph  Buonaparte  on  the  throne 
arooBed  a  resistance  which  the  success  of  Philip  Y.,  or  the  Archduke 
Charles,  had  never  provoked ;  and  even  after  Ferdinand  VII.  had  been 
restored  the  colonists  continued  their  struggle  for  independence,  which 
was  at  last  crowned  with  success.  It  has  yet  to  be  seen  what  amount  of 
progress  British  Colonies  will  make  before  they  feel  themselves  competent 
to  manage  their  own  affairs  without  dictation  from  the  other  side  of  the 
globe,  but  it  is  satisfactory  to  observe  that  every  effort  is  now  made  to  fit 
them  for  independence  by  entrusting  them  with  a  constantly  increasing 
share  in  their  own  government.  By  pursuing  this  course,  English 
statesmen  are  returning  to  the  path  which  was  followed  by  their  prede- 
cessors in  the  17th  century,  who  always  allowed  the  American  colonies 
to  make  laws  for  themselves  with  the  vague  proviso  that  there  should  be 
nothing  in  them  repugnant  to  the  law  of  England.  A  somewhat  curious 
instance  of  the  modern  notion  on  this  subject  was  afforded  on  the 
foundation  of  South  Australia,  when  Parliament  provided  that  the 
colony  should  have  a  local  legislature  as  soon  as  its  population  amounted 
to  50,000,  but  until  that  number  was  reached  it  should  be  under  the 
control  of  a  Governor  sent  out  from  England.  In  the  time  of  the 
Stuarts  a  charter  was  granted  whenever  a  few  hundred  emigrants  could 
be  got  together  to  establish  a  colony,  and  the  passengers  who  were  taken 
onfc  by  the  '*  Mayflower  "  would  have  been  astonished  if  they  had  been  told 
that  they  were  too  few  to  be  able  to  keep  themselves  in  order.  While  the 
sentiment  remains  in  vigour  which  prompts  the  retention  of  colonies,  there 
will  always  be  theories  to  prove  that  such  a  course  is  profitable,  but  the 
reasons  will  vaiy  aooording  to  the  Economic  knowledge  of  the  time. 
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The  reason  which  was  formerly  most  generally  given  to  prove  the  ntility 
of  colonies,  was,  that  they  promoted  the  trade  of  the  mother  conntiy. 
Statesmen,  however,  were  not  so  thoroughly  convinced  that  this  result 
would  follow  that  they  could  afford  to  dispense  with  attempts  to  force  a 
trade  with  the  colonies,  and  did  not  think  tliat  national  predilections 
would  induce  colonists  to  buy  the  products  of  the  mother  counti^  when 
they  could  obtain  foreign  products  at  a  cheaper  rate,  but  they  thought 
it  necessary  to  prevent  them  from  buying  certain  articles  except  fix)m  the 
mother  country.  As  a  compensation,  the  mother  country  gave  the 
colonies  a  monopoly  in  its  market  for  the  sale  of  certain  kinds  of  raw 
produce.  Having  thus  compelled  the  inhabitants  of  both  countries  to 
carry  on  a  certain  trade,  statesmen  would  boast  of  its  amount  as 
showing  the  importance  of  colonial  possessions,  quite  overlooking  the 
fact  that,  if  no  such  restrictions  had  been  imposed,  the  wants  of  the 
consumers  would  have  been  quite  as  well,  and  probably  better,  supplied 
through  the  operation  of  Free  Trade.  As  a  sample  of  the  views  which 
are  even  now  entertained  on  this  subject,  I  may  refer  to  a  paper  by 
Mr.  A.  Hamilton,*  written  in  order  to  show  that  the  retention  of  her 
colonies  is  profitable  to  Great  Britain.  The  method  by  which  he 
endeavours  to  demonstrate  this  is  simple  enough,  for  it  consists  in 
counting  the  whole  amount  of  British  exports  as  an  addition  to  the 
wealth  of  the  country,  and  on  this  assumption  the  colonies  certainly 
contribute  largely  to  the  wealth  of  the  mother  country.  He  says,  "In 
the  first  place,  then,  it  may  be  well  to  bear  in  mind  that  the  benefit  of 
our  foreign  and  colonial  trade  is  not  confined  to  the  mere  profit  of  the 
merchants  exporting,  as  is  too  frequently  assumed,  but  consists  really  in 
the  sum  total  of  the  exports  of  British  produce  and  manufactures ;  so 
that  when  we  find  their  total  value  amounted  for  the  year  1871  to  no 
less  than  £222,000,000  sterling,  we  are  to  consider  that  sum  as  in 
point  of  fact  constituting  so  much  of  the  wages  and  profit^  or  aggregate 
income  of  the  people  of  this  country,  the  foreign  and  colonial  trade 
being  the  source  from  whence  so  much  of  their  means  of  livelihood,  or 
daily  bread,  is  derived.  Payment  is  received  in  the  commodities 
imported  in  exchange  for  our  produce  exported,  and  it  is  on  those 
operations  that  our  merchants  receive  their  profits.  Of  the  large  total 
just  mentioned,  our  colonies,  possessions,  and  dependencies  contributed 
£51,000,000  sterling  ;  and,  as  it  is  important  that  this  amount  shall  be 
shown  to  be  so  much  added  to  the  aggregate  earnings  of  the  people 
of  this  country,  I  shall  follow  up  the  subject  in  some  detail  This 
is    self-evident  as  to   exports  of   purely  home   produce,  such,  for 
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example,  as  Birmingham  hardware :  from  the  digging-out  of  the  metal 
until  it  is  smelted,  manufactured,  packed,  couTcyed  by  rail,  and  stowed 
on  board  a  ship,  all  the  profits,  commissions,  and  wages  arising  from 
those  operations  are  so  much  added  to  the  earnings  of  the  manufacturers, 
agents,  artisans,  and  labourers  who  did  the  work ;  in  short,  all  costs 
and  charges,  until  shipped,  are  defrayed  by  the  merchant  who  exports 
the  goods.  The  same  thing  applies  to  goods  which  are  manufactured 
from  imported  raw  materials,  though  at  first  sight  it  might  be  con- 
tended that  we  should  deduct  the  value  of  the  raw  material."  (pp. 
108,  109.)  There  is  an  obvious  fallacy  pervading  this  passage,  which 
consists  in  the  belief  that  all  which  is  produced  for  exportation  is  an 
addition  to  the  production  of  the  country.  Mr.  Hamilton  does  not 
seem  to  have  thought  it  worth  while  to  inquire  how  the  mere  fact  that 
commodities  were  demanded  from  abroad  would  enable  them  to  be 
produced.  Had  he  turned  his  attention  to  the  subject,  he  would  have 
found  that  a  pre-existing  capital  is  necessary  to  carry  on  production, 
whether  for  home  consumption  or  for  exportation.  Let  it  once  be 
admitted  that  it  is  the  amount  of  capital  in  a  country  which  determines 
the  amount  of  its  production,  and  it  becomes  obvious  that  the  extent  of 
the  foreign  trade  only  indirectly  aflTects  production  by  facilitating  the 
growth  of  capital.  Commodities  are  produced  for  the  foreign  market, 
not  because  there  would  otherwise  be  no  production,  but  because  this 
course  enables  the  wants  of  consumers  to  be  supplied  with  less  labour 
than  would  otherwise  be  required.  If  our  trade  with  our  colonies  were 
entirely  cut  off,  but  the  amount  of  our  capital  remained  undiminished, 
there  would  still  be  the  means  of  employing  as  many  labourers  and 
capitalists  as  before,  though  their  industry  would  be  turned  in  a  different 
direction.  Instead  of  producing  articles  for  exportation,  they  would 
have  to  produce  articles  to  take  the  place  of  those  which  are  now 
imported  from  the  colonies.  Things  would  not  be  the  same  as  before, 
for  it  would  be  diflScult  to  find  an  adequate  substitute  for  the  sugar, 
tobacco,  and  other  articles  which  can  be  easily  produced  in  the  colonies ; 
and  wool,  and  many  other  substances  which  could  be  produced  at  home, 
would  require  the  expenditure  of  much  more  labour.  This  difference 
would,  however,  be  the  whole  of  the  loss,  and  though  it  is  impossible  to 
estimate  its  amount,  it  would  certainly  be  much  less  than  Mr.  Hamilton 
would  have  us  suppose.  It  is  important  to  bear  this  in  mind,  because  if 
his  reasoning  were  correct  it  would  go  far  to  justify  the  retention  of 
differential  duties  favouring  the  colonies  at  the  expense  of  foreign 
countries.  If  the  object  to  be  attained  is  the  increase  of  exports,  a 
fiscal  system  which  compels  a  country  to  confine  its  dealings  to  a  limited 
market  is  one  deserving  of  adoption.     If  England  is  obliged  to  buy  its 
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engar  from  Jamaica  when  it  might  buy  more  cheaply  from  Brazil,  it 
will,  coBterispofibue,  export  a  larger  quantity  of  goods  to  Jamaica  than  it 
would  to  Brazil  if  trade  were  free.  But  this  increase  of  exports  is  not 
an  increase  of  wealth,  but  simply  a  proof  that  the  nation  has  paid  a  high 
price  for  what  might  have  been  procured  at  a  low  one.  It  might  as  well 
be  supposed  that  an  increase  in  a  man's  expenditure  was  an  addition  to 
his  wealth,  and  that  the  high  price  of  coal  was  a  benefit  to  London 
householders.  Mr.  Hamilton  goes  on  to  contend  that,  as  raw  material 
when  imported  is  paid  for  by  British  exports^  the  colonies  may  be  fiurly 
credited  with  the  whole  amount  of  what  is  exported  to  them,  even  though 
some  portion  of  it  was  not  actually  produced  in  Great  Britain.  It  is,  how- 
ever, unnecessary  to  say  anything  more  on  this  head,  as  the  argument 
is  the  same  as  that  which  has  been  already  considered.  He  admits  that 
the  colonies  only  take  a  quarter  of  the  exports  of  Qreat  Britain,  and 
this  naturally  suggests  the  objection  that  exportation  would  coDtinue 
even  though  they  became  independent.  He  meets  this  by  various 
arguments,  contending  that  young  men  of  the  mercantile  classes  prefer 
settling  in  the  colonies  to  settling  in  a  foreign  country,  and  that  such 
persons  are  the  chief  agents  in  extending  British  trade.  He  t^lls  nsthat 
the  colonies  which  have  been  taken  from  France  and  Holland  now 
import  more  from  Great  Britain  than  from  the  countries  to  which  thej 
were  formerly  subject,  and  that,  in  brief,  "  the  trade  follows  the  flag.** 
But  with  regard  to  this  portion  of  his  argument  it  is  well  to  bear  in 
mind  that  the  exports  to  Mauritius  and  Cape  Colony  represent  the 
expenditure  of  the  Home  Government,  as  well  as  the  amount  which  is 
really  purchased  by  the  colonies.  Where  civil  or  military  estabUshments 
are  maintained  at  the  expense  of  British  taxpayers,  they  are  paid  for  by 
the  export  of  British  commodities  ;  but  the  increase  of  the  exports 
merely  indicates  that  the  colonies  have  become  a  greater  burden  to  their 
possessors,  and  not  that  they  yield  a  profit.  Where  no  such  expense  is 
incurred,  there  is  nothing  in  the  nature  of  separation  which  should  make 
it  lead  to  either  an  augmentation  or  a  diminution  of  the  trade  between 
the  colony  and  the  mother  country.  If  trade  be  free,  the  inhabitants  of 
both  countries  will  still  continue  to  buy  in  the  cheapest  market ;  and  the 
same  motives  which  fostered  a  J;rade  during  the  continuance  of  the 
political  connexion  will  operate  ailer  its  termination.  It  has  been 
abundantly  demonstrated  that  political  animosity  has  very  small  power 
to  interfere  with  trade  between  two  countries ;  and  even  if  colonial 
independence  is  only  achieved  after  a  bloody  struggle,  there  is  no  reason 
why  the  commercial  relations  of  the  two  countries  should  be  disturbed. 
A  signal  instance  is  afforded  by  the  trade  between  Great  Britain  and  her 
American  colonies  before  and  after  the  War  of  Independence,    I  cannot 
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do  better  than  qnote  the  remarks  of  the  late  Mr.  Herman  Merivale, 
whose  work  on  "  Colonisation  and  Colonies  "  is  so  valuable  a  repertory 
of  facta  and  reasonings  connected  with  this  subject : — "  Before  the 
American  Eevolution  we  possessed  colonies  even  more  extensive  and 
Talnable  than  at  present,  yet  the  trade  with  those  colonies,  though  a 
thriving  one,  never  seems  to  have  been  in  a  wholly  satisfactory  state. 
It  was  subject,  like  all  other  trades  involved  in  prohibitions,  to  the 
finctuations  arising  from  that  uncertainty  of  supply  and  demand  which 
is  produced  by  monopoly.  And  during  the  latter  years  of  the  connection, 
mutnal  jealousies  and  antipathies  more  powerful  even  than  self-interest 
nearly  reduced  it  to  ruin.  As  soon  as  the  coimection  was  severed,  What 
was  the  consequence  ?  Did  the  industrious  colonists  become  'sluggish 
foreigners^'  and  cease  to  supply  goods  fast  enough  to  liieet  the  craving 
of  the  Liverpool  and  London  markets  ?  Was  our  profitable  colonial 
trade  turned  into  a  losing  foreign  trade  ?  All  the  world  knows  on  the 
contrary,  that  the  commerce  between  the  mother  country  and  the  colony 
was  but  a  peddling  traffic  compared  to  that  vast  international  intercourse, 
the  greatest  the  world  has  ever  known,  which  grew  up  between  them 
when  they  had  exchanged  the  tie  of  subjection  for  that  of  equality." 
(New  edit.,  1861,  p.  280.) 

Yet  the  animosity  which  the  struggle  generated  still  survives  after  the 
lapse  of  a  century,  and  De  Tocqueville  has  remarked,  that  while  no  two 
nations  hate  each  other  more  than  the  English  and  the  Americans,  there 
are  none  which  carry  on  a  greater  trade  with  each  other.  Mr.  Goldwin 
Smith,  whose  '^Empire"  is  a  vigorous  protest  against  the  retention  of 
colonies  by  Great  Britain,  has  cited  this  instance  in  support  of  his  argu- 
ment. Mr.  Hamilton  replies  as  follows : — "  But  it  is  alleged  that  our 
trade  with  the  colonies  would  not  be  affected  were  they  at  once  to  be 
declared  independent  States,  and  Mr.  Goldwin  Smith  has  argued  that 
it  would  rather  be  increased  thereby.  He  appeals  to  the  example  of  the 
United  States  in  support  of  this  opinion,  but  overlooks  the  totally 
different  circumstances  imder  which  our  trade  with  the  colonies  is  now 
carried  on  as  compared  with  the  jealous  monopoly  which  existed  when 
the  United  States  became  independent.  I  need  scarcely  recall  Lord 
Chatham's  well-known  declaration  that  Hhe  colonists  had  no  right 
to  manufacture  even  a  nail  for  a  horseshoe.'  They  were  bound  to  buy 
from  the  mother  country  whatever  they  consumed,  and  to  sell  to  her 
whatever  they  produced.  It  was  not  in  consequence  of  their  separation 
that  our  trade  with  the  United  States  subsequently  increased,  but  it  was 
because,  together  with  independence,  they  established  freer  commercial 
relations  with  other  countries  as  well  as  with  ourselves.  Now,  as  our 
colonies  abeady  enjoy  the  advantages  of  Free  Trade  to  the  fullest  extent^ 
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exoepfc  80  to  as  it  may  be  stinted  by  tarifiBs  of  their  own  imposition, 
and  as  they  also  enjoy  the  most  absolute  control  of  their  own  afGurs,  it 
is  manifest  that  there  are  no  grounds  for  expecting  a  rapid  increase  in 
their  trade  such  as  followed  on  the  independence  of  the  United  States." 
(pp.  Illy  112).    But  it  is  not  ^»ential  to  Mr.  Gold  win  Smith's  argu- 
ment that  trade  should  exhibit  so  large  an  increase  as  in  the  case  of 
the  United  States.    The  American  instance  proves  that  separation  does 
not  necessarily  entail  any  diminution  of  trade,  and  the  burden  of  proof 
lies  on  Mr.  Hamilton  when  he  contends  that  it  would  prodace  this 
effect.    He  tells  us  that  the  great  increase  in  this  instance  was  dae  to 
the  emancipation  of  the  colonies  from  the  protective  system  which  had 
been  enforced  by  the  mother  country,  and  no  doubt  this  was  one  of  the 
causes  which  contributed  to  the  result.    But  the  fact  that  such  a  system 
was  so  long  maintained  shows  that  dependence  renders  possible  the 
adopWon  of  pernicious  measures  which  would  not  be  adopted  by  the 
colonists  if  governing  themselves,  and  the  essence  of  the  argument  is;, 
that  the  colonists  can  manage  their  own  affairs  better  than  can  be  done 
by  the  statesmen  of  the  mother  country.    Many  British  colonies,  as 
Mr.  Hamilton  himself  incidentally  mentions,  now  maintain  protectire 
tariffii,  and  it  is  quite  possible  that  they  might  be  induced  to  adopt  a 
more  liberal  policy  if  they  became  independent  States  and  were  soUcited 
by  the  ambassadors  of  foreign  powers  to  conclude  commercial  treaties. 
Complete  independence  would  facilitate  the  adoption  of  better  laws, 
which  would  tend  to  promote  the  prosperity  of  the  colonies  in  industrial 
as  well  as  other  respects,  and  whatever  increased  their  prosperity  would 
increase  their  trade  with  Great  Britain  as  well  as  with  other  countries. 
When  the  amount  of  the  colonial  trade  is  adduced  as  a  proof  of  the 
utility  of  colonies,  it  seems  to  be  forgotten  that  the  advocates  of  separa- 
tion do  not  question  the  benefits  derived  from  trade  with  the  colonies;, 
but  merely  desire  to  put  an  end  to  the  political  connection.    Of  course, 
it  is  an  advantage  to  Great  Britain  that  Australia  and  Kew  Zealand 
should   be  peopled  by  an  industrious  and  enterprising  race  who  are 
willing  to  satisfy  the  wants  of  British  consumers  at  a  cheaper  rate  than 
could  otherwise  be  obtained,  but  it  does  not  follow  that  these  countries 
must  remain  subject  to  Great  Britain  in  order  to  fulfil  this  function. 
The  maintenance  of  Imperial  authority  in  Australia  has  certainly  done 
something  to  isolate  the  different  colonies  which  -have  been  planted  on 
its  coast,  and  has  thus  rendered  possible  the  adoption,  by  each,  of  {nro* 
tective  tariffs  which  militate  against  the  industry  of  the  rest.     If 
Australia  were  independent,  it  can  hardly  be  doubted  that  it  would 
form  one  Federation,  and  that  one  article  of  the  Constitution  would 
provide  that  the  produce  of  each  member  of  the  Union  should  be 
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admitted  into   all  the  others  free  of  dutj.     A  proposal  has  been 
made    to  form  them   into    a  Cnstoms  Union,  bat   it  was  at  first 
resisted  by  the  Home  (Joyemment  as  being  contrary  to  certain  treaties 
which  are  still  in  force.    The  objection  has  been  withdrawn,  but  the 
colonies  seem  te  be  in  no  hurry  to  avail  themselves  of  the  liberty  which 
has  now  been  granted  them.    The  mere  fact  that  they  have  for  so 
long  a  time  been  united  by  no  other  tie  than  that  of  common  dependence 
has   isolated  them  to  such  an  extent  that  none  of  their  inhabitants 
considers  himself  as  an  Australian,  but  each  is  a  Yicterian,  or  a  Queens- 
lander,  ete.   The  formation  x>f  a  Customs  Union  similar  to  that  which  has 
so  long  existed  in  Germany  would  be  a  great  benefit  to  Australia,  even 
if  it  were  accompanied  by  a  protective  tariff  directed  against  foreign 
producers.    The  industrial  benefit  which  the  country  would  derive  from 
its  formation  would  probably  outweigh  the  disadvantage  of  a  tariff  as 
fyr  as  the  increase  of  its  trade  with  England  was  concerned,  and  here 
may  be  seen  a  case  in  which  independence  would  promote  trade  by 
limiting  the  domain  of  protection.     Mr.  Hamilton  values  the  Oblonial 
trade  because  a  larger  proportion  of  the  shipping  employed  in  it  is 
British  than  is  the  case  in  the  foreign  trade.    If  the  colonies  became  in- 
dependent, they  might,  as  he  suggests,  pass  navigation  laws  which  would 
interfere  with  this  branch  of  British  industry ;  but,  on  the  other  hand, 
it  must  be  remembered  that  our  own  navigation  laws  are  not  yet  wholly 
repealed,  and  that  an  enterprising  American  who  wished  to  carry  on  the 
mail  service  between  his  country  and  Australia  was  prevented  by  them 
from  doing  so.    If  any  of  the  colonies  became  subject  to  a  foreign 
power,  they  might  no  doubt  come  under  the  operation  of  similar  laws ; 
but  the  utility  of  commerce  consists  not  in  providing  employment  for 
ships,  but  in  satisfying  the  wants  of  consumers.    The  close  monopoly 
of  the  trade  with  its  East  Indian  possessions  so  long  maintained  by 
Holland  did  not  prevent  other  European  countries  from  procuring  the 
spices  and  other  produce  of  that  part  of  the  world,  for  the  Duteh  only 
wished  to  obtain  them  in  order  to  sell  them  again  at  a  profit,  and  self- 
iuterest  induced  them  to  do  what  would  have  been  done  by  others  if 
the  trade  had  been  thrown  open.   Merchants  are  very  apt  to  conmiit  the 
mistake  of  supposing  that  the  opening  of  a  new  trade  route  is  the  same 
thing  as  an  addition  to  the  trade  of  the  world,  and  to  forget  that  two 
countries  may  supply  each  other's  wants  although  no  inhabitent  of  the 
one  has  ever  penetrated  to  the  other.    Many  merchants  have  been  eager 
to  induce  the  Indian  Government  to  open  up  a  new  route  for  trade 
between  India  and  Western  China ;  and,  in  order  to  make  out  as  strong 
a  case  as  possible,  they  expatiate  on  the  gains  to  be  derived  from 
''tapping''  a  country  which  is  a  seat  of  an  ancient  civilization  containing 
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800,000,000  of  inhabitants,  &c.,  &c.  They  forget  that  trade  ifl  already 
carried  on  between  China  and  England,  and  that  the  utmost  that  the 
opening  of  a  new  route  could  do  would  be  to  facilitate  the  exportation 
of  some  of  the  products  of  Western  China  which  cannot  profitably  be 
sent  to  Canton.  It  is  very  doubtftil  whether  any  large  addition  could  be 
thus  made  to  British  trade,  for  the  new  route  would  at  best  involTe  a 
long  and  laborious  land  journey.  At  all  events,  there  is  no  occasion  to 
call  in  the  300,000,000  of  Chinese  to  assist  the  argument,  for  only  a  v^ry 
small  portion  of  this  vast  number  will  ever  send  their  produce  by  the 
proposed  route.  English  goods  find  their  way  to  Central  Asia  th]x>ngh 
the  hands  of  Russian  merchants,  and  it  is  not  necessary  that  Englishmen 
should  be  allowed  to  trade  direct  with  the  Tartars  in  order  that  the  two 
races  may  supply  each  other's  wants.  Travellers  who  visit  hitherto 
unexplored  districts  in  Africa  or  Asia  have  ofi^n  been  surprised  to  meet 
with  handkerchie&  and  such  like  articles  bearing  the  familiar  marks  of 
English  manufacturers,  and  doubtless  many  of  the  ivory-boxes  which 
may  be  seen  in  English  houses  are  obtained  from  elephants  slaughtered 
in  regions  never  visited  by  English  traders. 

One  argument  which  is  commonly  adduced  in  &vour  of  the  retention 
of  colonies,  is,  that  they  afford  a  field  for  emigration  ;  but,  unfortunately 
for  those  who  make  use  of  it,  the  fact  is  that  there  is  a  much  larger 
emigration  from  this  country  to  the  United  States  than  to  all  the 
colonies  put  together.  Mr.  Hamilton  is  aware  of  this,  and  teUs  na, 
that  while  the  total  number  of  emigrants  to  all  the  colonies  amounted, 
in  1870,  to  60,865,  the  number  who  went  to  the  United  States  was 
196,075.  The  disproportion  is  not  so  great  if  we  take  the  long  period 
1815-70,  during  which  2,540,965  persons  emigrated  to  the  colonies, 
while  4,472,672  went  to  the  United  States ;  but  the  balance  is  still  in 
favour  of  the  latter.  Whatever  may  be  the  case  with  regard  to  young 
men  of  the  mercantile  classes,  it  is  dear  that  emigrants,  as  a  body,  prefer 
the  United  States,  and  do  not  highly  appreciate  the  advantage  of  being 
able  to  find  a  new  home  without  forfeiting  their  former  allegianoe. 
Nor  is  this  surprising,  for  many  of  those  who  are  compelled  by  circum- 
stances to  leave  their  old  homes  feel  a  desire  for  novelty,  which  finds 
some  satisfaction  in  settling  under  the  protection  of  another  govern- 
ment. It  does  not,  however,  appear  that  political  predilections  have 
much  to  do  with  the  choice  of  an  emigrant,  and  the  partiality  shown 
to  the  United  States  can  be  explained  by  the  comparative  cheapness  of 
the  journey,  and  the  attractions  which  a  populous  and  wealthy  country 
must  always  possess.  Emigrants  from  Europe  are  not  usually  fit  to 
undertake  the  actual  work  of  clearing  the  wilderness,  which  is  accom- 
plished by  natives,  or  by  emigrants  who  have  long  been  settled  in  the 
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country,  and  the  new  comers  fill  the  places  left  vacant  by  those  natives 
who  have  moved  into  the  interior.  It  is  easy,  then,  to  understand  how 
the  United  States,  as  the  more  populous,  should  attract  a  larger  number 
of  emigrants  than  British  North  America.  Mr.  Hamilton  is  not  satisfied 
with  ihe  direction  which  emigration  takes,  and  contrives  to  found  an 
argument  in  favour  of  his  view  on  the  very  &ct  which  tells  so  strongly 
i^ainst  it.  He  observes :  "  The  bulk  of  the  Irish  emigrants  go  to  the 
United  States,  where  they  not  only  add  to  the  strength  of  our  rivals,  but 
bear  with  them  a  feeling  of  animosity  against  us  so  bitter,  that  the 
necessity  of  securing  the  Irish  vote  is  the  main  source  of  all  our  troubles 
with  our  kinsmen  in  America.  Now,  it  is  a  strange  &ct  that  the  Irish 
who  settle  in  the  colonies  become  comparatively  loyal  subjects ;  and  it 
should  therefore  be  the  object  of  the  Colonial  Office,  if  possible,  to  divert 
some  portion  of  the  Irish  emigration  to  the  colonies,  instead  of  looking 
on  helplessly  while  it  flows  to  the  United  States."  (p.  115).  He  thus  pro- 
poses  a  somewhat  roundabout  way  of  curing  Irish  discontent.  Instead  of 
reformii^  the  Government  of  Ireland  so  as  to  satisfy  its  inhabitants,  we 
are  to  keep  a  large  portion  of  the  world  in  subjection  in  order  to  pro- 
vide new  homes  in  which  Irishmen  may  live  contentedly.  He  does  not 
inquire  what  is  the  reason  of  the  strange  &ct  that  Irishmen  become 
loyal  when  they  have  emigrated  to  the  colonies,  and  has  no  suspicion 
that  it  may  be  owing  to  the  establishment  of  local  legislatures.  The  one 
demand  which  the  Irish  have  constantly  repeated,  is,  the  re-establishment 
of  an  Irish  Parliament,  and  to  grant  this  request  would  be  a  more 
rational  mode  of  conciliating  them  than  the  retention  of  colonies. 
How  tiie  Government  is  '^  to  promote  emigration  to  the  colonies,"  Mr. 
Hamilton  does  not  explain,  but  he  apparently  considers  that  it  might 
do  so  if  it  had  retained  the  disposal  of  the  waste  lands,  for  he  observes, 
''  Unfortunately,  the  Colonial  Office  have  parted  with  aQ  control  over  the 
waste  lands  without  considering  that  the  people  of  this  country  had  an 
interest  therein,  and  that  for  their  benefit,  jointly  ^  with  that  of  the 
colonists^  the  waste  lands  should  have  been  held  in  trust.'"  (p.  116). 
What  he  regrets,  is,  that  a  matter  which  so  vitally  concerns  the  interests 
of  the  colonies  should  have  been  left  to  be  regulated  by  the  local  autho- 
rities instead  of  by  an  office  located  at  the  other  end  of  the  world.  The 
Colonial  Office  formerly  imdertook  this  task,  but  without  affording  any 
greater  encouragement  to  emigration  than  is  given  under  the  present 
system ;  and  then,  as  now,  the  United  States  exercised  a  greater  power  of 
attraction.  The  Colonisation  Society,  of  which  Wakefield  was  a  promi- 
nent member,  attached  great  importance  to  the  adoption  of  a  right 
system  in  disposing  of  waste  lands,  and  their  views  eventually  reoeived 
partial  recognition  from  the  Colonial  Office,  and,  as  compared  with  those 
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which  were  formerly  acted  on,  they  must  be  regaixled  as  enlightened. 
The  old  system,  which  was  tried  for  the  last  time  on  the  fonndation  of 
the  colony  of  Western  Australia,  consisted  in  the  gratuitous  distribution 
of  the  land  in  large  blocks  among  a  few  settlers,  who,  it  was  intended, 
should  become  the  landlords  of  the  new  country.  On  this  occasion,  the 
emigrant  to  whom  the  first  grant  had  been  made  chose  his  block — which 
was  a  large  one — ^in  the  form  of  a  semicircle,  of  which  the  landing  place 
was  the  centre.  The  person  who  had  second  choice  chose  his  land  in  a 
larger  ring  round  the  first  block,  and  the  third  grantee  chose  his  in 
another  ring  still  further  inland ;  while  those  who  had  received  no  grants 
were  obliged  either  to  come  to  terms  with  the  landlords,  or  to  go  for  a 
long  distance  into  the  interior  to  find  unappropriated  land.  Many  of  them 
chose  the  latter  alternative,  and  even  perished  with  starvation  rather 
than  settle  down  as  tenant-&rmers  on  the  English  type.  The  represen- 
tatives of  the  original  grantees  still  hold  extensive  estates,  which  thej 
are  for  tl^  most  part  unable  to  cultivate,  but  unwilling  to  sell  for  fear  of 
losing  the  chance  of  high  rents  which  the  lands  may  some  day  bring  in, 
and  the  existence  of  this  class  has  always  been  regarded  as  one  of  the 
obstacles  to  the  progress  of  the  colony.  Its  importance  has  no  doubt 
been  exaggerated,  for  there  are  many  physical  causes  to  explain  the 
backwardness  of  Western  Australia.  A  poisonous  plant  which  grows 
abundantly  acts  as  an  impediment  to  sheep-farming,  and  effectually  pre- 
vents the  establishing  of  those  extensive  runs  which  contribute  so  much 
to  the  prosperity  of  New  Sonth  Wales  and  Victoria.  The  plant  can  be 
extirpated  by  slow  degrees,  but  sheep  cannot  be  allowed  to  roam  freely 
over  unenclosed  districts,  and  the  progress  of  sheep-farming,  being 
limited  by  the  extension  of  the  population,  is  necessarily  slow.  The 
colony  does  not  possess  any  agricultural  or  mineral  resources  which 
could  counterbalance  its  disadvantages  as  a  pastoral  country ;  and,  in 
fact,  it  was  not  selected  because  it  offered  a  favourable  field  for  coloni- 
sation, but  merely  because  the  English  wished  to  establish  their  right  to 
the  whole  Continent.  But  its  natural  disadvantages  have  been  aggra- 
vated by  the  system  which  was  adopted  on  its  first  foundation,  and  even 
now  its  inhabitants  are  with  difficulty  struggling  to  liberate  the  land 
from  the  fetters  by  which  it  has  been  confin^.  The  disastrous  failure 
of  the  first  attempt  to  establish  this  colony  led  Wakefield  and  his  asso- 
ciates to  attempt  to  devise  a  better  system.  They  did  not,  any  moa* 
than  the  officials  whose  policy  they  assailed,  consider  that  the  colonists 
were  capable  of  managing  so  important  a  matter  as  the  distribution  of 
waste  lands,  but  they  denounced  the  arbitrary  conduct  of  the  Colonial 
Office  and  advocated  the  establishment  of  colonial  legislatures.  This 
last  suggestion  has  been  generally  carried  into  practice,  and  it  has 
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neutralised  the  effect  of  their  other  proposal  for  the  limits  prescribed  to 
the  power  of  these  local  legislatures  have  been  long  since  swept  away^ 
and  whatever  provisions  have  been  found  inconvenient  have  been  done 
awaj  with  by  the  colonists  themselves.    The  chief  feature  in  Wakefield's 
scheme,  and  that  which  afforded  the  most  striking  contrast  to  the 
previous  policy  of  the  Gk)vemment,  was,  that  land  was  offered  for  sale  at 
a  high  price  which  was  the  same  whatever  the  quality  of  the  soil  or 
the  advantages  of  position.    High  price  was  fixed  with  the  object  of 
preventing  labourers  from  purchasing  land  until  they  had  worked  for 
some  years  in  the  employ  of  a  capitalist,  for  it  was  taken  as  an  axiom  by 
this  party  that  the  agricultural  system  pursued  in  England,  under  which 
farming  is  carried  on  by  capitalists  employing  labourers,  must  be  also  the 
best  for  a  new  country.    Wakefield  was  well  aware  that  it  was  not  enough 
to  fix  a  high  price  in  the  first  instance  unless  measures  were  taken  to 
prevent  the  purchasers  from  subsequently  selling  at  a  low  price,  and  he 
suggested  elaborate  machinery  to  prevent  them  from  doing  so.*    These 
suggestions,  however,  were  not  adopted,  and,  indeed,  the  system  actually 
adopted  had  very  little  in  common  with  that  which  Wakefield  proposed. 
Perhaps  the  most  remarkable  divergence  between  the  theory  and  the 
practice  was  afforded  by  the  conduct  of  Lord  Qrey,  who  sent  out  orders 
that  a  high  price  should  be  charged  for  pastoral  land,  seeming  not  to  be 
aware  that  the  scheme  was  only  intended  to  apply  to  agricultural  land* 
Wakefield's  object  being  to  prevent  labourers  from  acquiring  land,  he 
laid  great  stress  on  the  necessity  of  fixing  a  price  which  should  be  sufii* 
cient  to  attain  this  end,  and  he  was  often  taunted  with  his  inability  to 
'  state  what  was  this  sufficient  price.    He  resented  the  challenge  as  a  mere 
trap,  for,  as  he  justly  contended,  a  price  which  would  suit  one  colony 
would  not  suit  another,  nor  would  the  same  price  suit  the  same  colony 
at  different  times ;  but  though  this  is  true  enough,  it  may  be  doubted 
whether  it  would  have  been  possible  for  any  officials  to  vary  the  price  so 
skilfully  as  to  attain  the  object,  especially  as  that  object  was  such  an 
unpopular  one  as  the  exclusion  of  the  labourers  from  the  possession  of 
the  soil,  even  though  it  were  intended  to  be  only  temporary,  must  always 
be.    The  foundation  of  the  colony  of  South  Australia  was  chosen  as  an 
opportunity  for  giving  the  system  a  trial,  and,  according  to  some  writers, 
it  proved  a  great  success.     It  is  true  enough  that  the  colony  is  now 
flourishing,  and  that  it  has  made  more  progress  than  its  predecessor  on 
the  Western  Coast,  but  this  does  not  show^  that  the  system  is  to  be 
credited  with  the  result.    The  effect  of  fixing  an  uniform  price  for  land 
was  to  encourage  speculation,  for,  as  the  lots  were  sold  in  England^  the 

*  See  hifl  ''  View  of  the  Art  of  Colonisation;*  1849. 
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parchasers  could  obtain  them  without  haviug  the  sb'ghtcst  uotiou  what 
the  character  of  the  land  would  be.  The  money  obtained  bj  these  sales, 
which  soon  amounted  to  -a  considerable  sum^  was  speut^  as  according  to 
the  scheme  it  ought  to  be,  in  bringing  out  labourers ;  and  in  this  way  a 
larger  number  of  emigrants  were  brought  out  than  the  resources  of  the 
colony  were  equal  to  maintaining,  and  the  result  of  this  reckless  expen- 
diture was,  that  within  a  few  years  of  its  foundation  the  colony  contained 
2,000  paupers.  This  result  may  be  fairly  ascribed  to  the  system  which 
regulated  the  number  of  emigrants  in  accordance  with  a  circumstance 
which  had  so  little  connection  with  it  as  the  amount  of  the  fund  derived 
from  the  sale  of  land  at  a  most  arbitrary  price.  After  a  crisis  in  which 
the  Government  of  the  colony  became  virtually  bankrupt,  things  began  to 
mend ;  but  the  price  originally  fixed  for  waste  lands  has  not  been  main- 
tained, nor  have  the  proceeds  of  the  sales  been  applied  to  the  promotion 
of  emigration.  The  question  how  best  to  dispose  of  waste  land  is  one 
which  always  presents  great  dij£culty  in  new-settled  countries ;  and  both 
in  the  United  States  and  in  British  Colonies  it  has  been  generally  found 
more  convenient  to  adopt  an  uniform  price.  At  first  sight  it  would 
seem  that  the  simplest  course  would  be  to  put  up  the  land  to  auction, 
and  to  let  competition  settle  the  price ;  but  in  practice  this  has  been 
found  to  be  a  most  inconvenient  plan.  The  intending  settler  is  obliged 
to  examine  the  district  where  he  intends  to  settle,  and  if,  after  having 
selected  a  piece  of  land,  he  is  obliged  to  bid  for  it  at  a  public  auction,  he 
is  exposed  to  the  competition  of  adventurers  who  have  no  real  wish  to 
settle  on  the  land,  but  whose  sole  object  is  to  extort  money  from  genuine 
settlers  by  threatening  to  run  up  the  price  if  they  are  not  employed  as 
agents  to  effect  the  purchase.  Even  under  the  most  favourable  circum- 
stances, public  auctions  are  exposed  to  this  disadvantage,  and  where  the 
article  to  be  sold  is  waste  land,  the  disadvantage  becomes  too  serious  to 
be  disregarded.  The  price  at  which  land  is  offered  for  sale  in  the  United 
States  is  so  low  that  it  hardly  does  more  than  cover  the  expense  of  the 
survey  which  the  Government  must  undertake  before  it  can  dispose  of 
the  land.  Tet  even  this  low  price  is  not  always  demanded,  for  of  late  years 
the  Gk^vemmenthasagreed  to  make  gratuitous  grantsof  small  blocksof  land 
under  such  conditions  as  to  secure  that  the  grantee  shall  really  occupy  and 
cultivate  the  land  which  he  receives.  This  liberal  policy  has  been  gradually 
imitated,  not  only  by  Canada,  but  by  other  British  Colonies,  and  has 
generally  proved  successful.  As  long  as  there  was  a  marked  difierenoe 
in  this  respect  between  the  policy  of  the  United  States  and  that  of 
British  Colonies,  it  must  have  contributed  to  the  preference  for  the 
former  country  which  emigrants  exhibit,  and  there  is  some  reason  for 
McCuUoch's   observation,    that    Wakefield's    scheme    would   deserve 
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commeadation  if  it  was  intended  to  tarn  the  tide  of  emigration  from  the 
colonies  to  the  United  States.  The  attempts  of  colonial  legislatares  to 
prevent  land  from  aocnmnlating  in  a  few  hands  hare  not  been  more 
sncoessful  than  is  nsuallj  the  case  with  legislative  efforts  to  direct  the 
coarse  of  iudastrial  development.  In  those  parts  of  Anstralia  where 
sheep-farming  is  the  principal  industry  of  the  people,  the  land  is  held  in 
immense  estates,  because  a  squatter  who  owns  a  krge  number  of  sheep 
can  hold  out  better  against  tl^  fluctuations  of  the  wool  market  than  his 
poorer  competitors,  and  is  able  to  buy  them  out  or  to  survive  while  they 
£Edl.  It  is  in  vain  that  estates  are  distributed  among  several  children 
on  the  death  of  the  proprietor,  for  the  process  of  re-union  goes  on  as  fast 
as  that  of  division.  As  agriculture  succeeds  to  pasture^  the  size  of 
estates  is  materially  reduced,  for  agriculture  cannot  be  carried  on  with 
profit  on  a  very  large  scale,  but  the  squatters  are  still  able  to  oppose  a 
formidable  resistance  to  the  extension  of  tillage.  Some  Australian 
legislatures  have  conferred  on  intending  farmers  the  right  of  selecting 
a  block  of  land  in  the  midst  of  a  squatter's  holding,  and  of  settling  on 
it  against  the  will  of  the  former  holder.  Yet  even  this  provision, 
stringent  as  it  seems,  is  in  many  instances  rendered  nugatory  by  the. 
shrewdness  of  the  squatters.  As  the  same  block  cannot  be  selected 
twice  over,  and  as  the  right  of  selection  belongs  to  every  adult  male, 
the  squatters  frequently  contrived  to  get  all  the  land  in  their  holding 
appropriated  by  dummy  selectors,  and  thus  really  kept  it  in  their  own 
posseasion.  A  lively  sketch  of  the  struggle  which  is  carried  on  between 
the  squatter  and  the  free  selector  is  contained  in  Mr.  TroUope's  work  on 
'^Australia  and  New  Zealand,''  in  which  is  displayed  the  same  power  of 
narration  and  description  of  character  which  has  made  its  author  so 
popular  as  a  novelist.  It  is  curious  to  find  that  the  intemedne  war 
which  is  waged  in  England  between  the  game  preserver  and  the  poacher 
haa  its  counterpart  in  the  strife  between  the  Australian  squatter  and 
sheep-stealer.  The  pubtic  sympathy  which  renders  it  so  difficult  to 
obtain  the  conviction  of  poachers  is  enlisted  on  the  side  of  sheep- 
stealers,  and  squatters  are  exposed  to  serious  loss  through  the  repetition 
of  petty  depredations.  In  the  United  States,  where  sheep-farming  does 
not  form  a  prominent  branch  of  industry,  it  does  not  give  rise  to  a  class 
of  large  landed  proprietors,  and  great  care  has  been  taken  to  prevent 
colonisation  companies  from  intervening  between  the  settle  and  the 
land  which  he  wishes  to  purchase ;  but  even  in  the  United  States,  large 
estates  come  to  be  controlled,  if  not  actually  owned,  by  a  few  men,  and 
the  directors  of  railway  companies  are  able  to  exercise  the  same  sort  of 
iiffiuence  as  the  great  landed  proprietors  exercise  in  England*  In  order 
to  promote  the  extension  of  railways,  the  Government  confers  on  the 
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company  which  undertakes  to  develope  a  new  region  a  considerable 
extent  of  land  on  each  side  of  the  line,  and  though  it  prevents  the 
establishment  of  a  monopoly-price  by  retaining  the  alternate  blocks  in 
its  own  possession,  the  great  wealth  which  is  thus  conferred  on  the 
companies  tends  to  increase  their  influence,  which  is  already  greater 
than  is  compatible  with  the  welfare  of  the  community.  Already  the 
leading  railways  are  able  to  control  the  legislatures  of  the  States  through 
which  they  pass,  and  it  is  feared  that  Congress  itself  will  ere  long  fall 
under  their  domination;  while  those  who  disapprove  of  this  state  of 
things  can  suggest  no  better  remedy  than  the  purchase  of  the  railways 
by  the  Federal  Government.  The  advantage  of  emigration  to  the 
emigrants  themselves  is  obvious  enough,  for  it  enables  them  to  find  a 
more  profitable  employment  than  they  could  obtain  at  home ;  and  imless 
it  produced  this  result  it  would  not  be  persisted  in.  In  a  new  country 
there  is  a  greater  abundance  of  fertile  land,  and  labour  is  consequently 
more  productive.  There  is  a  greater  abundance  of  raw  produce,  and 
the  inhabitants  are  less  exposed  to  the  evils  of  a  scarcity  of  provisions 
than  those  of  a  thickly-peopled  country.  Being  more  widely  scattered, 
the  people  derive  less  benefit  fi'om  the  division  of  labour,  but  they 
are  thrown  more  on  their  own  resources,  their  general  intelligence  is 
quickened,  and  they  suffer  less  when  unexpectedly  deprived  of  the  occu- 
pation to  which  they  have  been  accustomed.  The  comparative  import- 
ance of  the  labouring  classes  in  such  a  country  makes  it  a  desirable 
residence  for  the  labourers  of  old  countries,  and  it  is  from  this  class  that 
emigrants  are  principally  derived.  To  the  wealthy  capitalist,  residence 
in  a  colony  does  not  offer  much  attraction,  and  such  persons  usually 
prefer'  to  return  to  Europe  after  their  fortunes  have  been  made.  The 
advantage  of  emigration  to  the  country  from  which  it  proceeds  is  not 
so  clear,  but  is  commonly  supposed  to  consist  in  the  relief  afforded  by 
the  withdrawal  of  numerous  competitors  for  employment.  If  emi- 
gration diminished  the  population  of  a  country  without  affecting  the 
amount  of  its  capital,  there  would,  of  course,  be  a  larger  quantity 
ossigned  to  each  of  the  persons  among  whom  it  is  divided ;  but,  as  a  rale, 
emigration  does  not  proceed  on  so  large  a  scale  as  to  diminish  the 
population  of  the  country.  The  case  of  Ireland  is  quite  exceptional, 
and  does  not  show  that  emigration  has  this  effect,  but  only  that  some 
other  cause  was  at  work  to  prevent  population  from  making  good  in  odc 
way  what  was  withdrawn  in  another.  England  and  Germany,  which 
are  the  principal  sources  of  emigration,  are  countries  in  which  popula- 
tion is  steadily  increasing,  and  the  coincidence  will  not  surprise  any  one 
who  is  acquainted  with  what  has  been  written  by  Malthus  on  this  sub- 
ject.   If  unchecked  by  the  difficulty  of  procuring  food,  the  population 
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of  any  country  would  double  in  twenty-five  years,  and  the  fact  that 
the  popolation  of  England  does  not  increase  at  this  rate  shows  that  some 
cause  must  be  at  work  to  check  its  growth.  It  is  easy  to  see  that  the 
quantity  of  food  in  England  could  not  be  doubled  in  twenty-five  years 
without  resorting  to  soils  which  lie  outside  the  limits  of  the  island,  and 
emigration  is,  in  fact,  the  means  by  which  the  population  of  England  is 
enabled  to  increase  as  fsiat  as  it  does.  The  emigrants  settle  in  countries 
which  are  well  adapted  for  the  production  of  food,  and  they  export  their 
produce  to  the  country  which  they  have  left,  and  thus  enable  it  to 
support  not  only  those  who  take  the  places  which  they  have  left  vacant, 
but  others  in  addition.  Emigration  affords  in  many  cases  a  convenient 
relief  for  temporary  distress,  but  it  cannot  proceed  on  such  a  scale  as  to 
relieve  all  the  distressed  persons  whom  an  old  and  populous  country 
contains.  Distress  in  many  cases  is  due  to  old  age  or  bodily  infirmity, 
wiiich  are  sufficient  to  prevent  the  sufferer  firom  entering  on  a  new 
career  in  a  strange  land ;  and  even  where  there  is  no  such  impediment, 
the  mere  fact  that  poverty  has  been  long  endured  does  much  to  unfit  a 
man  for  success  in  life.  The  attempts  which  have  been  made  to  relieve 
the  workhoQses  by  what  has  been  called  ^'  the  shovelling  out  of  paupers  " 
into  the  colonies  have  not  been  attended  with  much  success,  and  the  cry 
is  frequently  heard  from  the  colonies  that  they  want  no  more  pauper 
emigrants. 

The  interest  of  the  mother  country  and  of  the  colonies  alike  require  that 
the  emigrants  should  be  such  as  wiU  make  the  most  efficient  labourers, 
and  should  repair  to  those  districts  where  their  labour  «an  be  employed 
to  the  best  advantage.  This  end  is  most  likely  to  be  attained  when  the 
emigrants  go  out  at  their  own  expense  to  the  districts  respecting  which 
they  have  heard  the  most  favourable  accounts.  This  is  generally  the 
case  with  those  who  proceed  to  the  United  States,  the  Government 
of  which  country  takes  no  trouble  to  attract  emigrants,  but  is  con- 
tent with  offering  land  to  them  on  the  same  terms  as  to  native  settlers. 
The  Russian  territory  affords  a  field  for  emigration  quite  as  extensive, 
and  in  many  parts  equally  favoured  by  nature,  as  that  which  is  afforded 
by  the  United  States ;  and  yet  the  desperate  efforts  of  the  Russian 
Government  to  attract  emigrants  from  Germany  have  been  attended 
with  such  small  success  as  to  appear  ridiculous  when  contrasted  with  the 
passive  attitude  of  the  American  Government.  Some  British  colonies 
occasionally  endeavour  to  attract  more  emigrants  than  would  naturally 
resort  to  them  if  no  artificial  inducements  were  held  out.  In  some 
cases,  as  when  a  railway  is  constructed,  it  is  necessary  to  bring  over  a 
body  of  labourers  who  are  competent  to  perform  a  particular  kind  of 
work ;  and  when  the  State  brings  out  men  for  such  a  purpose,  it  only 
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does  what  a  company  would  do  if  it  had  to  conBtract  the  railway  or 
other  public  work.  But  some  coloniea  have  not  confined  their  efforts 
to  such  cases,  and  when  they  have  attempted  to  attract  emigrants  by 
offering  to  pay  the  whole  or  a  portion  of  the  passage  money,  they  have 
only  obtained  an  apparent  success.  The  Queensland  Government  offered 
more  &yourable  terms  than  the  other  Australian  colonies,  and  the  con- 
sequence was,  that  persons  who  wished  to  emigrate  to  Victoria  went  first 
to  Queensland,  and  then  on  to  their  real  destination.  The  eflSortB  of 
Western  Australia  to  retain  new  comers  in  spite  of  the  superior  attrac- 
tions of  the  neighbouring  colonies  have  been  equally  unsuccessful ;  and 
if  Canada  were  to  imitate  the  example,  it  would  merely  serve  as  a 
stepping-stone  between  England  and  the  United  States.  It  is  in  vain  timt 
emigrants  are  required  to  sign  contracts  to  stay  with  their  employers 
until  they  have  worked  out  the  whole  of  their  passage-money,  for  tiiej, 
as  a  body,  do  not  recognise  the  duty  of  fulfilling  these  contracts,  and  the 
law  is  practically  powerless  to  compel  European  labourers  to  work 
against  their  will.  With  the  more  submissive  races  of  India,  China,  and 
Polynesia,  it  is  possible  to  adopt  more  stringent  methods  of  coercion,  and 
large  portions  of  tropical  colonies  are  supplied  with  labourers  from  tbcse 
regions  who  are  compelled  to  work  for  years  under  the  same  employers, 
but  the  importation  of  these  labourers  can  hardly  be  counted  as  emigra- 
tion, for  they  do  not  intend  to  settle  in  the  country  to  which  they  come. 
Emigration,  if  it  is  to  confer  much  benefit  on  the  world,  must  be  under- 
taken by  enterprising  men  who  will  reclaim  the  wilderness,  and  it  is  in 
performing  this  work  that  the  English  race  has  attained  so  high  a  pre- 
eminence over  all  its  competitors.  It  is  not  sufficient  that  a  colony 
should  belong  to  Great  Britain  in  order  that  it  may  absorb  a  large 
number  of  emigrants,  for  there  are  many  Dependencies  of  the  Grown, 
such  as  Jamaica,  Mauritius,  and  Prince  Edwfurd's  Island,  which  attnM^t 
no  numbers  worth  mentioning.  There  are  some,  such  as  Tasmania, 
which,  although  they  have  been  long  colonised,  do  not  increase  their 
population,  and  there  are  others  which  attracted  little  attention  until 
some  discovery  was  made  which  contributed  to  their  industrial  develop- 
ment. The  effect  of  the  gold  discoveries  in  encouraging  emigration  to 
Victoria  is  well  known,  and  a  more  recent  instance  of  the  same  kind  has 
been  afforded  by  the  discoveries  of  diamonds  and  gold,  which  have 
attracted  emigrants  to  the  Gape  of  Grood  Hope,  and  have  been  the  means 
of  extending  the  British  dominion  in  South  Africa.  The  ill  suoceas  of 
the  French  and  the  Spaniards  in  colonisation  is  in  great  measure 
accounted  for  by  the  resistance  of  the  native  races,  which  have  been  better 
able  to  contend  with  the  invaders  than  those  whom  the  Engh'sh  hare 
enoountered.    That  English  dominion  is  not  essential  to  sucoesB  in 
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oobiiiiation  is  prored  bj  the  example  of  the  United  States,  and  as  the 
advantage  of  colonisation  consists  in  the  extension  whieh  it  gives  to 
pn)daction  and  to  trade^  it  is  equally  profitable  whether  the  new  coun- 
tries are  or  are  not  in  the  condition  of  dependent  provinces. 

There  is  one  way  in  which  the  dependents  of  a  colony  may  serve  to 
promote  emigration  of  a  certain  kiud^  but  it  is  a  way  which  does  not 
oon&F  much  benefit  on  the  colony,  whatever  it  may  do  for  the  mother 
oonntrj.  The  Home  Government  may  strive  to  rid  itself  of  troublesome 
criminals  by  transporting  them  to  a  colony  and  compelling  them  to  remain 
tboB  for  a  longer  or  shorter  period.  The  American  colonies  were 
formerly  osed  for  this  purpose,  and  their  emancipation  was  the  occasion 
of  inducing  the  British  Oovemment  to  find  a  new  region  which  could 
be  nsed  for  a  similar  purpose.  Australia  was  selected,  and  was  fol*  a 
long  time  nsed  for  scarcely  any  other  purpose  than  that  of  transporting 
criminals.  A  colony  consisting  for  the  most  part  of  such  characters 
could  not  be  lefb  to  govern  itself,  and  this  was  one  reason  why  the 
Oovemment  of  the  Australian  settlements  was  framed  on  a  much  more 
despotic  type  than  those  which  had  been  established  in  the  American 
provinces.  If  transportation  be  regarded  solely  with  a  view  to  the 
interests  of  the  criminals-  themselves,  and  of  the  country  from  which 
they  come,  there  is  much  to  be  said  in  its  favour.  It  enables  the 
oonntiy  to  rid  itself  of  many  dangerous  characters,  and  it  afiPords  to 
many  criminals  an  opportunity  for  reforming  and  making  a  fresh  start 
in  life  without  being  hampered  by  old  associates.  But  when  trans- 
portation has  been  carried  on  systematically  for  a  number  of  years,  its 
advantages  are  fur  outweighed  by  the  injury  which  it  inflicts  on  the 
young  colony  which  serves  as  its  field.  As  soon  as  a  small  body  of 
respectable  settlers  has  been  collected,  they  begin  to  find  that  their 
progress  is  very  much  impeded  by  the  numerous  crimes  committed  by 
the  transported  criminals,  and  though  it  does  not  appear  that  these 
offences  are  of  a  heinous  nature,  the  number  of  them  is,  as  might  he 
expected,  considerable  in  proportion  to  the  population.  Nor  is  this  all, 
for  the  very  fact  that  Australia  received  large  numbers  of  convicts 
created  a  prejudice  in  the  public  mind  against  emigration  to  the 
country,  many  respectable  people  objecting  to  go  out  and  live  among 
oonvicte,  and  many  more  being  deterred  by  the  fear  that  others  would 
r^rd  iheir  conduct  as  disreputable.  It  is  greatly  to  the  honour  of  the 
Cdonisation  Society  that  they  steadily  set  their  faces  -against  transpor- 
tation, and  that  their  agitation  contributed  much  to  its  gradual 
abandonment.  After  New  South  Wales  and  Tasmania  had  been  abandoned 
as  convict  settlements,  the  British  Oovemment  did  not  make  any  further 
attempt  to  establish  a  new  one,  and  the  last  colony  which  served  this 
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purpose,  Western  Australia,  was  selected  at  the  request  of  its  own  in- 
habitants.   After  struggling  for  twenty  years  against  the  difficulties  of 
their  situation,  the  people  of  Western  Australia  reluctantly  determined 
to  ask  the  Home  Oovernment  to  assist  them  in  their  efforts  to  obtain 
emigrants  by  transporting  convicts  to  the  colony.    The  request  waa 
acceded  to  as  might  naturally  be  expected,  and  the  colony  thus  received 
an  addition  of  ten  thousand  inhabitants,  all  of  whom  were  adult  males. 
The  labour  of  the  new  comers  proved  very  useful  to  the  country,  for  it 
was  chiefly  employed  in  making  roads  which  were  sorely  needed,  and  if 
the  wishes  of  the  inhabitants  had  been  allowed  to  prevail  it  is  probable 
that  transportation  to  this  district  would  have  continued  to  the  present 
day.    But  the  other  Australian  colonies  objected  to  it,  on  the  ground 
that  it  exposed  them  to  the  intrusion  of  convicts  who  had  completed 
their  sentence,  and  that  these  persons  were  most  undesirable  intruders, 
and  their  remonstrances  against  the  system  were   so  strong  and  so 
persistent  that  it  was  abandoned  after  ten  years.    What  Western  Aus- 
tralia has  gained  in  material  prosperity  by  the  importation  of  convicts, 
it  has  probably  lost  by  the  moral  disadvantage  which  the  system  has 
brought  with  it.    The  convicts  form  so  large  a  proportion  of  the  popu- 
lation as  to  give  a  peculiar  character  to  society,  and  the  fact  is  made  an 
excuse  for  refusing  to  the  colony  the  more  extended  measure  of  self- 
government  which  has  been  conceded  to  the  other  portions  of  the 
Continent.    It  also  contributes  to  restrain  emigrants  from  resorting  to 
it,  and  thus  tends  to  prevent  that  increase  of  population  which  it  was 
intended  to  promote.    That  a  colony  should  be  resorted  to  by  persons 
who  have  misconducted  themselves  in  their  own  country  is  a  circum- 
stance of  which  its  inhabitants  cannot  reasonably  complain,  for  every 
country  is  exposed  to  this  sort  of  social  transportation.   Thackeray  says, 
that  as  a  new  colony  is  soon  furnished  with  specimens  of  the  animals 
which  abound  in  the  mother  country,  so  the  British  colonies  were 
furnished  with  specimens  of  black  sheep  from  Great  Britain,  and  com- 
plaints may  often  be  heard  from  the  colonies  that  the  same  process  is 
still  going  on.    This,  however,  only  implies  that  in  a  populous  country 
like  Great  Britain  there  are  many  persons  who  find  it  convenient  to 
repair  to  another  country  where  their  antecedents  are  not  known,  and 
Great  Britain  itself  is  exposed  to  similar  intrusions.    Juvenal  described 
Rome  as  the  common  resort  of  the  outcasts  of  all  other  cities;  and 
Johnson,  in  imitating  the  satire,  described  London  as  *'  the  common 
sink  of  Paris  and  of  Rome ; ''  but  to  be  made  a  receptacle  for  those  who 
have  carried  their  misconduct  to  such  lengths  that  they  cannot  be 
allowed  to  go  at  large  in  their  own  country  is  a  position  which  no 
independent  country  would  submit  to,  and  one  which  would  go  ftr 
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to  outweigh  all  the  benefits   which  can  be  supposed  to  flow  from 
dependence. 

The  advantage  of  protection  against  foreign  enemies  is  one  to  which 
great  importance  is  attached  by  those  who  defend  the  system  of  colonial 
dependence.  When  two  States  seek  to  establish  their  dominion  in  the 
same  district,  the  settlers  may  derive  protection  from  the  one  against 
the  attacks  of  the  other ;  but,  bs  in  either  case,  a  dependent  position 
must  be  submitted  to,  the  protection  which  is  thus  afforded  is  of  little 
value  as  far  as  the  argument  is  concerned.  If  neither  government 
wished  to  have  colonies,  there  would  be  no  occasion  for  either  to  protect 
them  against  the  attacks  of  the  other,  and  the  independent  colonies 
might  continue  to  enjoy  peace.  As  different  nations  have  pursued 
different  lines  of  policy  in  regard  to  their  colonies,  it  has  been  better 
for  the  world  at  large  that  a  considerable  territory  came  under  the 
dominion  of  England,  which  pursued  the  most  liberal  policy,  rather  than 
under  that  of  Spain,  which  strove  to  prevent  all  intercourse  between  its 
colonies  and  foreign  countries.  The  exclusive  policy,  which  was  carried 
to  great  lengths  by  other  countries  besides  Spain,  furnished  some  justi- 
fication for  the  efforts  of  the  English  to  obtain  some  colonies  with  which 
they  could  trade ;  but  the  question  which  has  now  to  be  decided  is  not 
whether  the  acquisition  of  colonies  was  justified  in  times  past,  but 
whether  their  retention  is  any  longer  just  or  expedient.  As  colonies 
frequently  become  involved  in  war  by  the  quarrels  of  their  mother 
country  with  other  States,  they  lose  as  much  in  one  way  as  they  gain  in 
another  by  being  protected  in  a  war  for  which  their  own  conduct  has 
furnished  the  occasion.  Some  of  the  most  disastrous  wars  in  history 
have  originated  in  quarrels  among  colonies  in  which  the  parent  States 
have  been  obliged  to  take  part ;  and  whether  the  colonies  have  benefited 
or  not  from  the  assistance  which  they  have  received,  the  mother  coun- 
tries have  certainly  been  injured.  Recent  history  famishes  examples  of 
quarrels  which,  though  they  have  not  led  to  war,  have  had  serious 
consequences,  and  which  could  not  have  occurred  if  a  country  had  not 
possessed  dependent  colonies.  In  two  out  of  the  three  cases  in  which 
judgment  was  given  against  Great  Britain  by  the  Geneva  arbitrators, 
those  of  the  Florida  and  the  Shennandoah,  the  acts  for  which  the  British 
Government  was  held  responsible  were  committed  in  the  colonies,  the 
West  Indies  and  Australia.  Had  these  colonies  been  independent,  the 
payment  of  damages  would  have  been  considerably  reduced  ;  and  Great 
Britain  has  thus  had  to  pay  a  penalty  for  too  greatly  extending  its 
empire.  Where  the  war  in  which  colonists  are  engaged  is  one  which  is 
waged  against  the  Aborigines  of  the  country  in  which  they  are  settled, 
the  assistance  of  the  mother  country,  though  it  seems  to  be  a  great  boon, 
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seldom  prores  to  bo  such  in  reality.  The  knowledge  that  they  can  call 
in  assistance  when  they  require  it  renders  them  more  quarrelsome  and 
overbearing  towards  the  natives,  and  thus  encourages  the  very  wars 
which  the  Home  Government  is  anxious  to  prevent.  But  when  this 
assistance  has  once  been  rendered,  it  becomes  difficult  for  the  Home 
Government  to  withdraw  it,  as  the  colonists  at  once  cry  out  that  they 
have  been  encouraged  to  settle  in  exposed  districts  by  their  reliance  on 
the  support  which  they  formerly  received,  and  that  a  new  war  will  break 
out  as  soon  as  the  troops  are  withdrawn.  It  was  not  till  a  most  unseemly 
dispute  had  been  carried  on  for  years  between  the  home  and  colonial 
authorities  that  the  British  Government  decided  to  withdraw  its  troops 
&om  New  Zealand,  and  even  after  orders  to  .that  effect  had  been  actually 
sent  out,  their  execution  was  delayed  by  the  general  in  command  for 
military  reasons.  Yet  there  is  good  reason  to  believe  that  the  presence 
of  regular  soldiers  was  one  of  the  principal  causes  of  war,  as  the  Maories 
entertained  a  peculiar  aversion  to  them.  If  the  accounts  of  the  colo- 
nists are  to  be  trusted,  all  the  successes  which  were  obtained  were  due  to 
the  local  militia,  and  the  troops  sent  out  from  England  were  useless  as 
far  as  fighting  was  concerned.  Yet  the  very  men  who  make  these  state- 
ments insist  most  loudly  on  the  duty  incumbent  on  the  mother  country 
of  protecting  its  colonies,  and  protest  in  strong  and  even  insolent  lan- 
guage against,  the  beggarly  policy  of  leaving  them  to  settle  their  own 
quarrels  for  themselves.  According  to  them,  although  .the  troops  are 
useless  for  fighting,  their  presence  in  the  colony  in^ires  the  natives  with 
a  wholesome  dread,  and  even  though  they  were  never  called  into  acticm, 
the  prestige  which  attaches  to  them  would  prove  a  valuable  safeguard  to 
the  settlers.  Prestige,  indeed,  is  the  last  card  which  those  who  ent^r  on 
this  line  of  argument  have  to  play ;  and  there  are  some  who  TnAJntAi> 
that  though  Great  Britain  is  materially  weakened  by  the  necessity  of 
defending  her  colonies,  she  is  strengthened  by  the  prestige  their  possession 
gives  her  in  the  eyes  of  foreigners.  That  many  foreigners  do  admire  and 
envy  the  extensive  Colonial  Empire  of  Great  Britain  is  probable  enough ; 
but  it  is  scarcely  possible  that  any  foreign  statesmen  who  would  be  likely 
to  declare  war  against  her  would  be  deterred  from  doing  so  by  the 
knowledge  that  she  could  be  attacked  in  any  quarter  of  the  globe. 

There  is  one  important  difference  between  the  colonies  which  now 
form  the  United  States  and  those  which  have  been  more  recently 
founded  by  emigrants  ft'om  Great  Britain,  which  consists  in  the  greater 
development  which  has  been  given  to  municipal  institutions  in  the 
former  case.  When  emigrants  were  allowed  to  settle  in  America  and 
govern  themselves  as  best  they  could,  they  naturally  copied  the  institu- 
tions of  the  mother  country,  and,  as  these  allowed  each  town  and  each 
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parish  to  govern  itself,  a  similar  measure  of  self-goyerument  was  as- 
sumed by  the  small  communities  of  Massachusetts  and  Connecticut, 
and  the  system  thus  initiated  has  been  folloAved  in  the  new  States  which 
have  been  added  to  the  American  Union.  In  Australia,  on  the  other 
hand,  where  the  colonies  have  from  the  first  been  governed  by  represen- 
tatives of  the  mother  country,  a  great  unwillingness  to  grant  municipal 
charters  has  characterised  the  administration,  and  the  injury  thus  in- 
flicted on  the  country  is  probably  considerable.  Wakefield  bitterly 
denounced  this  policy,  the  evils  of  which  he  illustrated  by  the  diflBculties 
thrown  in  the  way  of  the  erection  of  a  lighthouse  in  the  harbour  of 
Wellington,  New  Zealand.  Had  Wellington  possessed  a  corporation, 
a  very  short  time  would  have  been  required  to  decide  on  a  matter 
of  roch  urgent  necessity ;  but  under  the  system  which  actually  pre- 
Tailed  at  the  time  when  he  wrote,  it  was  necessary  that  reference 
should  be  two  or  three  times  made  to  England  before  so  purely  local  a 
matter  could  be  settled.  The  late  M.  Jules  Duval,  whose  "Histoir6 
de  TEmigration,"  is  one  of  the  many  valuable  works  for  which  the 
pablic  are  indebted  to  the  ^^  Academic  des  Sciences  Morales  et  Politiques," 
attached  great  importance  to  local  self-government  as  a  means  of  attract- 
ing emigrants,  and  considered  the  want  of  it  as  one  of  the  principal 
hindrances  to  the  colonisation  of  Algeria.  Australia  has  grown  up 
without  it,  and  its  absence  has  greatly  contributed  to  sow  dissension 
among  the  different  parts  of  the  colonies  into  which  it  is  divided.  Each 
colony  is  now  provided  with  a  legislature  of  its  own,  which  is  called  on 
to  decide  matters  which  more  properly  belong  to  local  municipalities, 
and  there  is  a  constant  complaint  that  the  district  which  is  nearest  to 
the  seat  of  government  gets  an  unfair  share  of  attention.  The  remedy 
proposed  is  always  separation,  which  in  Australia  means  the  division  of 
a  colony  into  two  governments,  and  it  is  in  obedience  to  such  demands 
that  Victoria  and  Queensland  have  been  detached  from  New  South 
Wales.  The  remedy  requires  to  be  repeated,  for  already  the  Northern 
half  of  Queensland  thinks  itself  neglected,  and  demands  separation  from 
the  Southern  half,  while  Riverina  wishes  to  be  separated  from  New 
South  Wales.  If  Australia  had  been  settled  by  emigrants  who  were 
not  controlled  by  any  external  authority,  local  self-government  must  by 
the  nature  of  things  have  arisen,  for  the  settlements  w^ould  have  been 
too  much  scattered  for  any  large  number  of  people  to  meet  together,  or 
even  send  representatives  to  manage  all  their  affairs  in  common.  That 
it  is  quite  possible  for  unprotected  emigrants  to  establish  themselves  in 
a  new  country  is  shown  by  the  experience  of  New  Zealand  and  of  Fiji, 
in  both  of  which  colonisation  preceded  the  interference  of  the  British 
Govoimient.    Complaints  have  been  frequently  made  of  the  barbarising 
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effects  of  the  dispersiou  of  the  settlers,  which  is  carried  to  so  great  an 
extent  in  Australia,  and  some  attempts  have  been  made  to  prevent  it  by 
instructions  sent  out  from  England.  But,  as  might  be  expected^  these 
have  not  proved  successful,  and  as  pastoral  industry  requires  that  the 
shepherds  should  be  widely  scattered,  that  system  has  been  adopted  in 
spite  of  its  injurious  effects  on  the  characters  of  the  shepherds  them- 
selves. So  far  as  local  self-government  has  anything  to  do  with  the 
matter,  it  tends  rather  to  check  dispersion  by  rendering  the  towns  more 
convenient  places  of  residence,  but  very  little  can  be  done  by  political 
machinery  to  counteract  the  effects  of  economic  necessity.  Such  efiects 
as  local  self-government  can  produce  are  of  a  beneficial  character,  and 
the  fact  that  its  development  has  been  retarded  by  the  dependence  of  the 
colonies  on  a  remote  government,  affords  one  of  the  many  illustrations 
of  the  evil  effects  of  dependence. 
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OBJECT    OF    PBOTBCTION — ^BOUNTIES — ^NAVIGATION    LAWS — PROTECTION 

IN  AMERICA — UNITED  STATES  TARIFF— EXCEPTIONAL  CASES — 

FOREION    COMPETITION. 

The  retention  of  colonies  was  long  advocated  as  a  means  of  securing  to 
a  coantry  a  trade  which  it  would  not  otherwise  obtain  ;  and  the  method 
which  was  adopted  for  the  purpose  consisted  in  compelling  the  mother 
country  and  the  colonies  to  deal  with  each  other  in  certain  articles. 
Those  countries  which  had  no  colonies  had  to  adopt  other  means  for 
increasing  their  trade^  or,  as  it  has  been  called,  protecting  native 
industry  against  foreign  competition.  The  means  adopted  consisted 
either  in  totally  prohibiting  the  importation  of  certain  commodities  firom 
abroad,  or  in  imposing  such  heavy  duties  upon  them  as  would  practically 
exclude  them.  As  both  prohibition  and  customs  duties  are  resorted  to 
by  some  governments  for  the  purpose  of  obtaining  a  revenue,  it  is  not 
always  easy  to  tell  whether  a  particular  duty  i^  protective  or  not,  and 
the  confusion  is  increased  by  the  language  employed  by  those  who, 
desiring  to  obtain  the  repeal  of  a  duty,  brand  it  with  the  epithet  of 
protective.  Whatever  diflSculty  there  may  be  in  applying  the  principle 
to  particular  cases,  the  distinction  between  protective  and  other  duties 
is  theoretically  clear.  If  a  duty  is  imposed  for  the  sake  of  obtaining  a 
revenue  it  is  not  protective,  but  if  it  is  imposed,  though  it  does  not 
yield  any  revenue,  in  order  to  prevent  the  people  from  buying  a  com- 
modity from  abroad,  and  to  compel  them  to  produce  it  at  home, 
then  it  is  protective,  for  its  object  is  to  protect  the  native  producers 
against  foreign  competition.  Mr.  Hamilton,  in  the  paper  which  was  so 
frequently  referred  to  in  the  last  chapter,  says  : — '*  The  colonists  have 
been  vehemently  reproached  with  the  duties  which  they  levy  on  imports. 
These,  no  doubt,  somewhat  affect  our  trade,  and,  so  iiur  as  they  operate 
protectively,  are  even  more  injurious  to  the  colonies  than  to  ourselves. 
But  we  should  recollect  that  they  must  raise  their  revenues  in  the 
cheapest  and  least  objectionable  form.  The  true  theory  of  taxation  is, 
doubtless,  to  raise  the  necessary  revenue  so  as  tb  press  equally  in  all 
directions,  and  not  interfere  with  the  natural  course  of  industry  any 
more  than  if  duties  or  taxes  did  not  exist ;  but  we  have  not,  as  yet, 
ourselves  reached  this  abstract  perfection  in  our  fiscal  regulations.  We 
raise  20  millions  sterling  per  annum  on  tea,  sugar,  coffee,  wines,  spirits. 
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and  tobacco  ;  and  the  conntries  producing  those  articles  might  i^  reason- 
ably complain  that  we  are  restricting  their  trade  as  we  can  reproach 
the  colonists  for  taxing  our  produce."  But  the  necessity  of  raising  a 
revenue  affords  no  excuse  for  imposing  duties  which  do  not  bring  in  any 
money  to  the  treasury  but  merely  compel  the  inhabitants  of  the  colonies 
to  produce  for  themselves  what  they  could  obtain  at  a  cheaper  rate  from 
England.  The  fact  that  so  large  a  portion  of  the  British  revenue  is 
obtained  from  duties  on  tea  and  spirits  may  furnish  a  ground  of  com- 
plaint on  the  part  of  the  countries  which  export  those  commodities  to 
Great  Britain,  but  cannot  furnish  any  excuse  for  a  government  which 
imposes  on  British  produce  duties  which  do  not  yield  a  revenue.  Even 
a  prohibition  may  be  adopted,  as  an  auxiliary,  where  it  is  sought  to 
obtain  a  revenue  from  a  particular  customs  duty.  A  considerable 
revenue  is  derived  in  Great  Britain  from  a  tax  on  tobacco,  whidi  is 
levied  at  every  port  at  which  it  is  imported.  If  tobacco  were  grown  in 
any  part  of  the  United  Kingdom,  it  would  be  necessary  to  levy  an  excise 
duty  of  corresponding  amount  in  order  that  native  and  foreign  planters 
might  be  placed  on  equal  terms.  It  is  said,  whether  rightly  or  wrongly, 
that  it  would  be  diflScult  to  collect  such  an  excise  duty ;  and  to  save 
trouble  to  the  revenue  officials,  the  cultivation  of  tobacco  is  altogeUier 
prohibited.  The  reason  given  may  be  insufficient,  for  a  similar  tax 
is  levied  in  France  without  giving  rise  to  serious  complaints ;  and 
the  prohibition,  no  doubt,  acts  injuriously  in  Ireland,  some  parts  of 
which  possess  a  soil  and  climate  suited  for  tobacco  growing.  But, 
whatever  objections  there  may  be  to  the  course  pursued,  it  cannot 
justly  be  called  a  protection  to  foreign  producers  against  native 
competition,  for  it  is  simply  adopted  with  a  view  to  secure  a  revenue. 
Another  instance  of  the  same  kind,  which  has  attracted  more  general 
notice,  is  afforded  by  the  conduct  of  the  Dutch  Gt)vemment  in  regard 
to  its  East  Indian  possessions.  It  is  well  known  that  they  ordered 
the  felling  of  a  number  of  spice  trees,  and  it  has  been  generally  sup- 
posed that  the  object  was  to  raise  the  price  of  spices  by  Umiting  the 
supply,  and  the  act  has  become  a  stock  instance  of  commercial  Vandal- 
ism. Mr.  Wallace,  however,  tells  us,  in  his  "  Malay  Archipelago,"  that 
the  object  of  this  measure  was  not  to  make  spices  scarce  and  dear, 
but  to  limit  the  area  of  cultivation  in  order  to  facilitate  the  collection  of 
the  tax  imposed  upon  them.  With  this  view,  certain  islands  were 
selected  for  growing  spices,  and  the  trees  already  growing  in  other 
islands  were  cut  down,  due  compensation  being  paid  to  the  owners.  Mr. 
Wallace  admits  that  the  government  was  not  fortunate  in  the  choice  of  a 
site,  but  the  measure,  whether  prudent  or  imprudent,  was  adopted  for 
the  sake  of  obtaining  a  revenue ;  and,  therefore,  cannot  be  regaided  as 
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protective.  The  theory  on  which  Protection  rests,  is,  that  the  interference 
of  government  is  needed  in  order  to  secnre  an  adequate  remuneration 
to  native  industry.  Sixty  years  ago,  a  Committee  of  the  House  of 
Commons  satisfied  themselves  that  wheat  could  not  be  profitably  grown 
in  England  unless  it  could  be  sold  at  a  price  equivalent  to  34f.  the 
hectolitre,  and  an  Act  was  founded  on  their  report  which  prohibited  the 
importation  of  foreign  wheat  unless  the  price  in  the  home  market  rose 
to  that  figure.  This  is  an  example  of  Protection,  for  it  often  happened 
that  foreign  com  was  excluded  for  years  together,  and  the  exclusion  in 
no  way  benefited  the  exchequer.  It  was  ordered  simply  that  it  might 
enable  farmers  to  do  a  profitable  trade  without  being  exposed  to  foreign 
competition.  It  succeeded  so  far  that  it  did  secure  them  a  monopoly  of 
the  home  market.  Prohibitions  directed  against  the  export  or  import  of 
gold  and  silver  are  generally  regarded  as  altogether  nugatory  because 
these  metals  contain  a  great  value  in  a  small  bulk,  and  it  is  very  easy  to 
elude  the  vigilance  of  Custom  House  ofScials.  But  the  case  is  very 
different  with  so  bulky  an  article  as  corn,  which  it  is  difficult  to  import 
with  secrecy,  and  the  demand  for  which  is  only  urgent  in  times  of  great 
scarcity,  while  at  such  times  the  legal  restrictions  on  importation  are 
generfidly  removed.  But  though  the  farmers  enjoyed  a  monopoly  as 
regarded  foreign  producers,  their  own  competition  was  quite  sufficient  to 
keep  the  price  of  wheat  far  below  the  extravagant  level  contemplated  by 
the  Act ;  and  every  abundant  harvest  brought  with  it  a  renewal  of  the 
old  cry  of  agricultural  distress,  which  in  the  farmer's  mouth  meant 
nothing  more  nor  less  than  cheap  food.  The  Com  Laws  were  after- 
wards modified  so  as  to  admit  foreign  supplies  when  the  price  of  wheat 
had  reached  the  rate  of  28f.  the  hectolitre,  and  the  revenue  sometimes 
derived  a  considerable  addition  from  the  duty  which  was  levied  when  the 
ports  were  opened,  but  the  object  was  still  to  protect  the  farmers  against 
competition.  After  a  memorable  struggle,  the  Com  Laws  were  repealed 
80  far  that  foreign  corn  was  admitted  into  the  country  at  all  times  on 
payment  of  a  duty  so  small  that  it  could  not  oppose  any  serious  obstacle 
to  importation ;  and,  for  some  time  after  the  repeal,  the  farmers  were 
loud  in  their  complaints  and  protestations  that  they  had  been  mined. 
A  Protectionist  pamphlet,*  published  soon  afterwards,  bewails  the  dis- 
astrous effects  of  the  measure,  and  presents  a  dismal  array  of  figures 
designed  to  prove  that  it  was  impossible  for  English  famers  to  carry  on 
their  business  any  longer.  The  fall  in  the  price  of  com  is  of  course  set 
down  as  the  effect  of  Free  Trade,  no  regard  being  had  to  the  fact  that 

♦  Tractg  on  Protection,  No.  7.  '*  Is  Free  Trade  Fair  Trade  ? "  Part  I.  Lon- 
don :  Published  for  the  National  Association  for  the  Protection  of  Industry  and 
Capital  throughout  the  British  Empire.  ~N.D. 
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equally  low  prices  had  occasionally  ruled  during  the  period  of  Protection ; 
and  the  difference  between  the  farmer's  gain  when  prices  were  high  and 
his  loss  when  prices  were  low  is  set  doT^n  as  an  injury  inflicted  upon 
him  by  Free  Trade.  To  the  argument  that  the  subject  ought  not  to 
be  looked  at  solely  from  a  fanner's  point  of  view,  but  that  other  classes 
ought  to  be  considered,  the  following  reply  is  made : — "In  the  disputes 
about  Free  Trade,  those  who  insist  upon  the  effect  it  is  likely  to  haye 
on  agriculture  are  reproached  for  treating  a  grand  national  question  in 
a  sectarian,  selfish,  narrow,  illiberal  manner.  Yet,  after  all.  Free  Trade 
(especially  aa  treated  of  by  those  very  men  who  so  reproached  Protec- 
tionists) is  only  a  question  between  class  and  class.  Cheapening  of 
productions  in  which  its  action  is  most  extensive  and  general,  is,  as  we 
have  already  shown,  an  advantage  to  some  classes  only.  Extension  of 
commerce,  increased  activity,  and  profitableness  of  manufiacture  are  class 
advantages ;  and  it  is  a  very  proper,  and  very  necessary  inquiry — 
Whether  the  interests  of  any  other  classes  are  likely  to  be  prejudiced  by 
the  measures  adopted  to  secure  such  advantages  to  those  who  are  to  reap 
the  benefit  of  them  ?  "  (p.  8).  Thus  the  writer  evidently  considers  that 
the  advantage  of  Free  Trade  consists  in  its  enabling  manufacturers 
and  merchants  to  derive  a  profit  from  the  use  of  their  capital,  and  does  not 
see  that  it  really  consists  in  enabling  consumers  to  obtain  the  commodities 
which  they  require  on  the  cheapest  possible  terms.  He  regards  Protec- 
tion as  beneficial  to  the  farmers,  and  contends  that  the  interests  of  this 
class  have  as  good  a  right  to  consideration  as  those  of  any  other,  but  he 
does  not  see  that  even  if  this  one  class  were  benefited,  the  benefit  would 
be  obtained  at  the  expense  of  the  whole  community,  all  the  jnembers  of 
which  must  suffer  as  consumers  of  food  when  it  is  made  artificially  dear. 
Farmers  themselves  suffer  in  their  turn  to  the  full  extent  of  their  con- 
sumption, and  the  benefit  which  they  derive  from  Protection  is  purely 
illusory.  They  cannot  obtain  a  higher  rate  of  profit,  for  the  exclusion 
of  foreign  competitors  does  not  prevent  competition  of  natives  from 
reducing  profit  to  the  ordinary  level,  nor  does  it  prevent  fevoursble 
seasons  from  producing  low  prices.  When  a  bad  harvest  occurred  while 
the  Com  Laws  were  in  force,  they  had  the  effect  of  raising  the  price  of 
com  higher  than  it  would  otherwise  have  been,  for  a  certain  limit  must 
be  reached  before  any  com  could  be  brought  in  to  supply  the  deficiency. 
But  though  some  fimners  might  benefit  in  such  a  case,  others  suffered 
losses;  for  the  sudden  importation  of  a  quantity  of  com  when  the 
required  price  had  been  attained  was  frequently  followed  by  a  rapid  fall 
in  the  price,  and  the  natural  uncertainty  of  the  com  trade  was  artificially 
aggravated.  In  the  discussions  on  this  subject,  the  Protectionists,  pf 
course,  took  for  granted  that  the  system  which  they  advocated  would 
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obtain  the  desired  effect,  and  dilated  on  the  gra^  impor^Sj^  of  th^'j- 
agricaltaral  interest  and  the  necessity  of  protecting  itr  The  ^w^itohlet  .    ^ 
which  has  just  been  quoted,  concludes  by  asking — "  Ought  the  faiUMt^  / 
to  have  remunerating  prices  for  their  produce  ?    Ought  such  prices  to  '    * 
be  secured  to  the  farmers,  if,  without  them,  they  can  neither  live  them-  ^^ 
selves  nor  enable  their  labourers  to  live,  nor  support  as  they  have  been 
accustomed  to  support  those  various  trades  by  which  the  country  towns 
are  mostly  upheld,  whose  mainstay  is  the  agricultural   and  landed 
interest  ?  "    Tet  it  needs  little  consideration  to  see  that  the  price  of 
agricultural  produce  must,  as  a  rule,  be  high  enough  to  remunerate 
those  who  are  engaged  in  raising  it,  and  that  Protection  cannot  any 
more  than  Free  Trade  secure  the  farmers  against  fluctuations  of  prices. 

"When  the  Com  Laws  were  repealed,  the  farmers  did  not  cease  to 
obtain  remunerative  prices  for  their  produce,  though  they  did  to  some 
extent  abandon  corn-growing  in  favour  of  pasture.  This  change  was 
carried  out  to  so  large  an  extent  in  Ireland  as  to  produce  most  serious 
consequences,  and  Free  Trade  may  be  justly  charged  -with  the  great 
depopulation  of  that  island  which  has  taken  place  during  the  last  thirty 
years.*  The  Com  Laws  placed  so  great  an  impediment  in  the  way  of 
the  importation  of  foreign  com  that  they  held  out  a  great  inducement 
to  grow  it  in  every  part  of  the  United  Kingdom ;  and  Ireland,  which  is 
better  fitted  for  a  pastoral  country,  was  by  their  operation  converted  " 
into  an  agricultural  one.  Agriculture  requires  that  a  much  larger 
number  of  labourers  should  reside  upon  the  land  than  is  necessary  in 
pastoral  industry,  and  thus  the  effect  of  the  Com  Laws  was  to  cause  that 
remarkable^  increase  in  the  population  of  Ireland  which  continued  as 
long  as  they  were  in  force.  When  they  were  repealed,  agriculture  in 
its  turn  gave  way  to  pasture,  and  the  population  of  Ireland  rapidly 
diminished.  The  potato  blight  and  its  consequent  famine  were  the 
occasion  of  the  commencement  of  the  depopulation,  but  such  a  tem- 
porary disaster  cannot  have  been  the  cause  of  what  continued  long  after 
the  occasion  had  passed  away.  If,  then,  depopulation  is  to  be  con- 
sidered an  evil.  Free  Trade  has  certainly  inflicted  an  evil  on  Ireland ; 
but  it  must  be  remembered  that  but  for  Protection  the  population  of 
the  country  would  never  have  increased  to  such  a  height  as  it  did,  and 
that  if  Free  Trade  had  always  been  in  operation  no  diminution  would 
have  taken  place.  The  increase  in  the  numbers  of  the  people  was  no 
great  benefit  to  them,  for,  as  is  well  known,  the  greater  part  of  them 
were  in  a  state  of  chronic  and  abject  poverty.  The  diminution  of  the 
population  of  Ireland  has  been  accompanied  by  a  larger  increase  in  that 

♦  See  "  Fragments  on  Ireland  "  in  Cairnes'  Political  Essays.    1873. 
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of  England  and  Scotland,  so  that  the  eflPect  of  Free  Trade  has  been  to 
attract  people  to  the  districts  where  they  could  live  in  greatest  comfort. 
There  has  been  an  actual  migration  of  labourers  from  Ireland  to  England, 
but  even  where  this  has  not  taken  place  the  same  effect  has  been  pro- 
duced indirectly  by  the  growth  of  manufacturing  towns  in  one  country 
and  their  decline  in  the  other.  Free  Trade  has  not  diminished  the 
total  population  of  the  United  Kingdom,  but  it  haa  enabled  the  people 
to  satisfy  their  wants  on  more  favourable  terms  than  before.  By  exclud- 
ing foreign  com,  the  Oovemment  exposed  the  country  to  a  serions 
danger  of  famine  whenever  the  harvest  proved  deficient,  for  foreign  oom- 
growers  could  not  depend  on  obtaining  access  to  the  English  market, 
and  could  not  therefore  venture  to  produce  a  regular  supply  for  English 
wants.  It  is  well  known  that  the  sufferings  occasioned  by  the  Ixish 
famine  opened  the  eyes  of  Sir  Robert  Peel  to  the  danger  which 
threatened  a  country  obliged  to  draw  its  supplies  of  food  from  a  limited 
area.  Now  that  the  Com  Laws  have  been  repealed,  com  is  regularly 
grown  in  all  parts  of  the  world  to  supply  the  EngKsh  market,  and  all 
danger  of  a  famine  has  been  averted,  for  it  is  physically  impossible  that 
bad  harvests  should  occur  in  all  parts  of  the  world  at  the  same  time. 
The  adoption  of  the  policy  of  Free  Trade  was  followed,  though  not 
immediately,  by  a  great  increase  in  the  exports  and  imports  of  Great 
Britain.  To  some  extent  this  was  merely  a  transfer  to  foreign  trade  of 
business  which  would  otherwise  be  included  in  the  home  trade,  and 
would  therefore  not  appear  in  statistical  tables.  Whfle  the  country 
produced  its  own  food,  the  farmers  who  raised  it  consumed  the  manu- 
factured articles  which  were  given  in  exdiange  for  it;  but  when  it 
became  a  regular  practice  to  import  food,  the  manufactured  goods  which 
were  given  in  exchange  were  exported,  and  the  trade  of  the  country 
showed  an  increase  on  both  sides  of  the  account.  But  even  allowing  for 
this  diversion,  the  effect  of  Free  Trade  must  still  have  been  to  give  a 
great  stimulus  to  commerce  in  every  direction.  The  importation  of 
large  quantities  of  foreign  com  enabled  foreigners  to  buy  large  quan- 
tities of  English  manufactured  goods,  and  the  extension  thns  given  to 
the  market  enabled  the  manufacturers  to  produce  on  a  larger  scale,  to 
carry  out  a  more  minute  division  of  labour,  and  to  supply  their  products 
more  cheaply  both  to  natives  and  to  foreigners.  The  repeal  of  the  Com 
Laws  was  only  one  of  a  series  of  measures  the  object  of  which  was  to 
enable  consumers  to  buy  whatever  they  wanted  in  the  cheapest  market, 
and  the  removal  of  the  numerous  restrictions  which  were  formerly  in 
force  benefited  manufacturers  by  enabling  them  to  procure  their  raw 
materials  at  a  smaller  cost.  Agriculture  has  benefited  in  common  with 
other  trades  by  the  gi'owth    of  manufactures,   which  has  rendered 
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possible  the  invention  and  constraction  of  machines  for  ploughing, 
reaping,  and,  indeed,  for  perfonning  almost  every  farming  operation. 
Although  farming  can  never  be  rendered  independent  of  the  seasons, 
the  nse  of  steam-engines  is  a  great  step  in  this  direction,  for  it  enables 
an  operation  to  be  performed  with  wonderful  rapidity,  and  fall  advan- 
tage to  be  taken  of  a  short  spell  of  fine  weather.  Yet  the  farmers  were 
formerly  induced  to  believe  that  their  interests  were  opposed  to  those  of 
tbe  manufacturers. 

The  apprehension  that  the  farmers,  without  protection,  would  not  be 
able  to  obtain  a  remunerative  price  for  their  produce,  has  been  shown 
to  be  groundless  in  the  case  of  England  by  the  result,  which  has  been 
that  they  have  gained  as  much  by  the  rise  in  the  price  of  meat  as 
they  have  lost  by  the  comparative  cheapness  of  com.  As  regards  meat 
and  dairy  produce,  native  producers  have  so  great  an  advantage  over 
foreigners  through  their  propinquity  to  the  market  and  the  consequently 
smaller  cost  of  carriage,  that  they  can  never  stand  in  need  of  any 
assistance  firom  their  government  in  the  race  of  competition.  If 
foreigners  were  able  to  sell  more  cheaply  than  natives,  it  would  not  be 
necessary  for  farming  to  be  altogether  abandoned  in  the  country,  but  it 
would  be  quite  sufScient  that  some  of  the  inferior  soils  should  be 
abandoned.  The  effect  would  be  a  diminution  of  rent,  and  this  actually 
occurred  in  several  districts  after  the  repeal  of  the  Com  Laws,  although, 
as  a  rule,  the  conversion  of  arable  land  into  pasture  rendered  such  a 
course  unnecessary.  Even  if  no  compensation  could  be  given  to  the 
farmers  by  either  of  these  methods  there  would  still  remain  a  reduction 
of  the  wages  of  farm  labourers,  and  of  the  prices  of  farm  produce,  which 
would  effect  the  required  result.  The  scale  of  prices  prevailing  in  any 
country  is  the  result  either  of  the  fertility  of  its  mines  or  of  the  eflBoiency 
of  its  labour  as  compared  with  that  of  countries  which  possess  mines. 
If  its  agricultural  labour  is  less  productive  than  that  of  other  countries 
which  are  able  to  supply  it  with  food,  a  lower  rate  of  money-wages  will 
enable  farm  produce  to  be  sold  at  prices  not  exceeding  those  charged  for 
similar  articles  produced  abroad  at  smaller  cost.  The  labourers  will 
sjiffer  no  injury  by  the  fall  of  money-wages,  for  the  prices  of  the  princi- 
pal articles  of  their  consumption  will  fall  in  a  corresponding  ratio.  As 
a  matter  of  feet,  agricultural  wages  have  risen  considerably  in  England 
since  the  repeal  of  the  Com  Laws,  for  it  so  happened  that  the  gold 
discoveries  in  California  and  Australia  took  place  immediately  after  the 
adoption  of  that  measure.  The  price  of  com,  though  it  has  been  higher 
than  it  was  during  the  period  of  Protection,  has  not  been  subject  to  such 
violent  fluctuations,  and  the  average  rise  has  certainly  not  been  greater 
than  that  which  has  taken  place  in  wages.      The  farmers  and  the 
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country  towns  dependent  on  them  hare  continued  to  thrive,  while  a 
great  development  has  been  given  to  manufacturing  industry. 
.  Another  mode  of  encouraging  a  particular  industry  which  has  been 
sometimes  adopted,  consists  in  offering  a  bounty  on  the  exportation  of  a 
certain  commodity.  In  the  first  half  of  the  18th  century,  the  English 
Qovemment  frequently  gave  a  bounty  on  the  exportation  of  com  when 
the  price  in  the  home  market  was  so  low  as  to  show  that  there  was  no 
fear  of  a  deficiency.  In  some  instances  this  must  have  proved  a  great 
boon  to  the  farmers  by  enabling  them  to  get  rid  of  a  large  stock  which 
an  abundant  harvest  had  caused  them  to  accumulate  ;  but  whatever 
they  received  in  this  way  was  taken  from  the  rest  of  the  community, 
who  derived  no  benefit  whatever  from  the  transaction.  When  the  pro- 
ceeding was  repeated  every  year,  its  obvious  tendency  was  to  produce 
that  very  superabundance  which  it  was  designed  to  relieve,  for  it  removed 
the  natural  check  on  accumulation  which  would  have  been  imposed  by 
the  diflSculty  of  disposing  of  surplus  stock.  Had  there  been  no  bounty, 
the  farmers  would  have  found  it  expedient  to  grow  less  com  during  the 
remarkable  succession  of  good  harvests  which  occurred  during  this 
period  ;  or,  if  the  same  quantity  had  been  grown,  there  would  have  been 
a  greater  increase  of  population  than  that  which  actually  occurred. 
Food  possesses  to  a  greater  degree  than  any  other  commodity  the  power 
of  creating  its  own  demand,  and  it  is  therefore  the  one  of  all  others 
which  stands  least  in  need  of  the  assistance  of  government  in  providing 
a  market.  So  far  as  the  bounty  had  any  effect,  it  caused  more  capital  to 
be  employed  in  growing  com  than  would  otherwise  have  been,  and  hin- 
dered the  development  of  other  branches  of  industry.  Without  the  bounty 
the  people  would  still  have  been  able  to  export  their  produce  and  to 
import  other  articles  in  exchange,  and  the  operation  would  have  been 
equally  profitable.  The  bounty  did  not  in  the  long  run  secure  higher 
profits  to  the  farmers,  but  only  induced  them  to  obtain  a  profit  by  a  par- 
ticular mode  of  culture,  while  their  mutual  competition  must  have  reduced 
prices  to  such  a  point  that  they  obtained  no  more  than  the  ordinary 
rate  of  profit.  To  the  rest  of  the  community  the  system  brought 
increased  taxation  and  diminished  comfort.  If  capital  had  been  left  to 
find  employment  for  itself  it  would  have  flowed  into  some  other  trade, 
probably  into  one  in  which  goods  would  have  been  produced  for  expor- 
tation, and  the  imported  articles  would  have  been  paid  for  at  their  true 
value  without  any  artificial  deduction  from  the  incomes  of  the  taxpayers. 
The  assumption  which  is  made  by  Protectionists  in  this  a^  in  other  cases, 
is,  that  whatever  encouragement  is  given  to  one  branch  of  indnstiy  is  an 
addition  to  the  total  industry  of  the  country,  and  that  what  labourers 
need  is  some  direction  from  the  Government  as  to  the  kind  of  work 
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which  they  ought  to  perform.  That  this  assumption  is  erroneous  will 
appear  from  a  consideration  of  the  fact  that  what  maintains  labourers  is 
not  the  work  in  which  they  are  actually  engaged,  but  the  capital  which 
has  been  previously  accumulated.  Human  beings  have  numerous  wants 
to  satisfy,  and  if  they  are  provided  with  capital  to  maintain  themselves 
while  working  at  other  occupations  than  that  of  raising  food,  their  own 
wants  win  soon  teach  them  the  direction  which  their  industry  should 
take.  Instruction  from  the  Government  is  not  required  in  order  to  point 
out  objects  which  they  ought  to  desire,  for  their  own  tastes  and  feelings 
will  point  out  quite  as  many,  and,  indeed,  far  more  than  they  can  pro- 
duce. As  a  protective  duty  or  a  bounty  does  not  add  anything  to  the 
capital  of  a  country,  it  can  only  cause  it  to  be  transferred  from  one 
employment  to  another ;  but  this  transfer  must  be  from  an  employment 
which  satisfies  some  existing  want  to  one  which  does  not,  and,  conse- 
quently, simply  injures  consumers  without  conferring  any  benefit  on 
producers  as  a  body. 

Another  mode  of  directing  industry  into  a  particular  channel  which  has 
been  adopted  by  many  governments,  though  not  entirely  for  industrial 
pmposes,  consists  in  placing  restrictions  on  foreign  shipping  admitted 
to  its  ports.  The  most  celebrated  of  the  Acts  which  have  from  time  to 
time  been  passed  in  England  in  reference  to  this  subject  is  one  which 
was  passed  in  Cromwell's  time,  and  known  as  the  Navigation  Act,  Its 
principal  object  was  to  prevent  the  Dutch  from  importing  into  England 
the  produce  of  any  other  country  than  Holland  itself,  but  it  was  not  so 
much  designed  to  procure  a  profitable  trade  for  the  English  as  to  relieve 
the  country  from  the  danger  to  which  it  would  be  exposed  in  case  of 
war  if  it  were  not  provided  with  a  large  number  of  ships  and  seamen, 
Adam  Smith  himself  has  praised  it  as  a  wise  measure,  because  well  cal- 
culated to  secure  the  independence  of  the  country.  In  a  passage  which 
has  been  frequently  quoted,  he  points  out  that  the  law  was  a  great  im- 
pediment to  foreign  trade,  that  it  compelled  the  English  to  buy  dear  and 
sell  cheap,  and  in  many  cases  prevented  them  from  buying  at  all ;  but 
he  praises  it  because  it  dealt  a  blow  at  the  naval  power  of  Holland,  and 
concludes  by  saying,  "As  defence,  however,  is  of  much  more  importance 
than  opulence,  the  Act  of  Navigation  is  perhaps  the  wisest  of  all  the 
commercial  regulations  of  England."  (Book  iv.,  chap.  11).  M'Culloch, 
in  an  able  note  appended  to  his  edition  of  the  "  Wealth  of  Nations," 
has  carefully  examined  the  facts  and  arguments  which  have  induced 
Smith  and  others  to  believe  that  the  Navigation  Laws  had  succeeded  in 
obtaining  the  object  which  they  were  designed  to  promote,  and  has  shown 
that  there  is  scarcely  any  evidence  to  support  the  belief.  The  great  victories 
of  Blake  over  the  Dutch  were  obtained  before  the  Act  was  passed,  while 
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the  most  diflafitrous  naval  war  in  which  England  was  ever  engaged  was 
with  the  Dutch,  and  occurred  in  the  reign  of  Charles  II..  after  the  pass- 
ing of  the  Act.  This  latter  war  was,  indeed,  in  great  measure  the 
consequence  of  the  irritation  felt  by  the  Dutch  at  the  adoption  by  the 
English  Government  of  a  policy  so  hostile  to  their  interests.  But  as  time 
goes  on,  and  the  memory  of  remote  events  becomes  more  and  more 
indistinct,  the  wars  between  England  and  Holland  are  classed  together 
as  if  quarrels  were  frequent,  and  it  is  forgotten  that  they  would  have 
been  much  rarer  if  a  more  liberal  policy  had  been  pursued  in  commercial 
matters.  It  is  well  known  that  the  naval  power  of  Holland  continued 
to  be  formidable  long  after  Cromwell's  time,  and  its  subsequent  decline 
is  due  rather  to  the  greater  progress  made  by  other  States  than  to  an 
absolute  diminution  in  its  own  strength.  Nor  does  it  appear  that  the 
Navigation  Act  made  any  considerable  addition  to  the  mercantile  marine 
of  England,  for,  though  it  secured  to  English  shipowners  a  monopoly  of 
a  great  part  of  the  commerce  between  England  and  other  countries,  it 
could  not  secure  to  them  a  monopoly  of  the  trade  between  foreign 
countries  themselves.  It  deprived  the  Dutch  of  a  part  of  the  carrying 
trade,  but  caused  a  diversion  of  English  shipping  from  its  accustomed 
channels,  and  what  was  gained  in  one  direction  w^as  lost  in  another.  As 
the  industry  of  a  couutiy  is  limited  by  its  capital,  an  artificial  extension 
of  one  trade  must  be  followed  by  a  contraction  in  some  other,  and  in 
this  case  it  is  easy  to  see  how  the  result  was  brought  about.  English 
ships  were  required  to  do  the  work  which  had  been  formerly  done  by 
Dutch  ships,  and  the  consequence  was  that  many  were  withdrawn  from 
the  Baltic  trade,  of  which  the  English  had  formerly  enjoyed  a  large 
share.  The  freights  charged  by  Dutch  ships  were  lower  than  the 
English  rates  or  the  Act  would  never  have  been  passed,  and  the 
difierence  was  probably  increased  by  the  operation  of  the  Act,  one  clause 
of  which  required  that  three-fourths  of  the  crew  should  be  Englishmen. 
This  acted  as  a  discouragement  to  foreigners,  who  might  otherwise  have 
employed  English  ships,  but  were  compelled  to  use  those  of  Holland  or 
some  other  nation.  The  great  diminution  in  the  naval  power  of  Holland 
which  has  taken  place  since  CromwelFs  time  has  destroyed  the  force  of 
the  political  arguments  which  induced  Englidi  statesmen  to  pass  the 
Navigation  Laws,  and  even  those  who  consider  that  they  were  useful  at 
the  time  when  they  were  passed  have  ceased  to  regard  them  as  any 
longer  necessary.  They  were  substantially  repealed  soon  after  the  Com 
Laws,  to  which  they  were,  in  principle,  so  nearly  allied  ;  and  their  repeal 
has  not  been  followed  by  any  diminutfon  of  English  shipping.  That  the 
mere  throwing  open  of  the  trade  is  not  necessarily  followed  by  the 
intrusion  of  foreigners  is  shown  by  the  small  effect  produced  by  the 
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opening  of  the  coasting  trade,  which  in  most  countries  is  reserved  to 
natives,  but  which  in  England  was  thrown  open  to  foreigners  in  1864. 
Although  very  little  advantage  has  been  taken  of  this  measure  by 
foreign  shipowners,  the  knowledge  that  foreign  competition  was  possible 
most  have  acted  beneficially  on  natives  engaged  in  the  trade  by  com- 
pelling them  to  reduce  their  freights  and  to  avail  themselves  of  new 
inventions.  The  chief  evil  of  a  protective  system  lies  in  the 
encouragement  which  it  gives  to  the  natural  indolence  of  all  men, 
whether  iarmers,  manufacturers,  or  shipowners,  by  limiting  the  field  of 
the  competition  to  which  they  are  exposed.  When  the  Commercial 
Treaty  between  England  and  Prance  came  into  operation,  it  did  so  much 
to  bring  the  manufacturers  of  both  countries  into  competition  that  it 
was  impossible  for  any  to  maintain  their  ground  unless  they  were  prepared 
to  do  their  utmost  to  bring  their  works  to  perfection.  M.  Chevalier 
remarked  that  the  treaty  sounded  like  an  alarm  bell  in  the  ears  of  French 
manufacturers,  and  that  they  at  once  set  to  work  to  introduce  machinery 
of  the  most  improved  type  and  every  new  process  which  promised  to 
facilitate  production.  We  can  hardly  need  a  better  proof  of  the  backward 
condition  of  French  manufactures  before  that  time,  or  of  the  enervating 
effects  of  Protection.  Similar  effects  must  be  produced  in  the  shipping  . 
trade  wherever  it  is  protected  by  Navigation  Laws,  and  wherever  one 
trade  is  protected,  similar  protection  is  sure  to  be  demanded,  and 
obtained,  for  others.  Whatever  diminishes  imports  diminishes  exports 
also,  and  retards  the  growth  of  those  branches  of  industry  which  might 
contribute  to  supplying  the  foreign  market.  By  circuitous  channels, 
the  effects  of  Navigation  Laws  may  be  diffused  over  several  trades,  and, 
among  them,  the  ship-building  trade  itself ;  and  whatever  hinders  ship- 
hmlding  does  far  more  to  injure  the  commerce  of  a  nation  than  can  be 
done  by  Navigation  Laws  to  promote  it.  In  those  countries  where  a 
duty  is  levied  on  English  iron  for  the  purpose  of  protecting  the  native 
iron  trade,  a  great  obstacle  is  put  in  the  way  of  building  ships,  in  which 
iron  is  fast  becoming  the  principal  material ;  and  the  natural  advantages 
which  England  enjoys  in  this  respect  are  enhanced  by  the  very  measures 
which  are  directed  against  English  trade.  By  removing  all  restrictions 
on  the  intercourse  of  its  subjects  with  foreign  countries,  the  English 
Government  has  done  all  that  it  can  do  to  encourage  shipping  by 
enabling  an  extensive  commerce  to  grow  up  which  requires  an  immense 
mercantile  marine  to  carry  it  on. 

Although  the  system  of  Protection  has  now  been  completely  abandoned 
in  England,  there  is  a  large  community  in  which  the  English  language  is 
spoken  and  English  books  are  universally  read  which  has  nevertheless 
been  so  little  affected  by  the  progress  of  English  thought,  that  Protection, 
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far  from  having  been  abandoned  there,  is  still  dominant,  and  has  of  late 
years  materially  gained  in  strength  and  popularity.  The  community  is 
one  which  might  have  been  expected  to  look  with  peculiar  favour  on  the 
doctrine  of  Free  Trade,  for  its  citizens  pride  themselves  on  the  amount 
of  individual  liberty  which  they  enjoy,  and  on  their  independence  of  the 
rule  of  any  class.  But  all  these  influences  united  have  not  proved  suffi- 
cient to  induce  the  people  of  the  United  States  to  adopt  the  policy  which 
has  been  so  strongly  recommended  by  Political  Economists,  both  in 
England  and  on  the  Continent,  and  a  school  of  writers  has  sprung  up  in 
America  to  defend  the  maintenance  of  the  Protective  system.  The 
unanimous  opinion  of  English  Economists,  though  it  has  not  been  able 
to  affect  the  policy  of  the  United  States  Government,  has  not  been 
altogether  without  effect,  for  American  writers  rather  strive  to  prove 
that  theii*s  is  an  exceptional  case  than  boldly  to  maintain,  like  the  writers 
who  preceded  Adam  Smith,  that  Protection  is  essentially  beneficial  to 
industry.  They  tell  us  that  England  has  been  brought  by  the  nuising 
of  Protection  to  such  a  pitch  of  industrial  perfection  that  it  is  now  able 
to  defy  the  competition  of  the  whole  world,  but  that  the  United  States, 
being  less  advanced  industrially,  cannot  afford  to  dispense  with  the 
support  which  that  system  affords.  In  Adam  Smith's  time,  foreigners 
were  apt  to  attribute  the  commercial  greatness  of  England  to  the  wisdom 
of  the  protective  system  which  was  there  in  force,  and  the  belief  may 
have  had  some  foundation,  though  not  such  as  would  afford  much 
encouragement  to  those  who  held  it.  Adam  Smith  considered  that  the 
protective  system  pursued  in  England  was  better  than  those  of  foreign 
countries,  but  it  was  only  better  because  it  was  less  protective.  Observera 
who  looked  only  at  a  few  facts  saw  that  England  had  a  protective 
system  and  an  extensive  commerce,  and  they  at  once  concluded  that  the 
two  things  stood  to  each  other  in  the  relation  of  cause  and  effect.  In  the 
same  way  many  writers  now  adduce  the  great  extension  of  English  com- 
merce which  has  taken  place  since  the  adoption  of  the  policy  of  Free 
Trade  as  a  conclusive  proof  of  the  truth  of  the  economic  doctrines  on 
which  that  policy  was  based.  In  both  cases  the  reasoning  is  equally 
unsound.  Political  Economy  does  not  teach  that  a  country  cannot 
attain  to  commercial  greatness  while  subject  to  a  protective  system,  nor 
does  it  teach  that  a  great  extension  of  commerce  will  follow  the  abandon- 
ment of  such  a  system.  Statistics  may  prove  that  a  country  possesses 
an  extensive  commerce,  or  that  it  has  greatly  increased  its  commerce ; 
but  by  themselves  they  are  quite  inadequate  to  prove  or  disprove  any 
assertions  which  may  be  made  regarding  the  effects  of  a  particular  policy. 
In  order  to  show  that  Protection  promotes  commerce,  it  is  not  enough  to 
show  that  the  two  things  flourish  together,  but  some  proof  must  be 
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adduced  that  the  one  has  a  tendency  to  promote  the  other.  The  Pro- 
tectionists have  indeed  attempted  to  do  this,  but  they  have  only  shown 
that  Protection  caused  a  certain  trade  to  be  carried  on  in  a  locahty 
where  it  would  not  otherwise  exist,  and  they  have  never  shown  that  it 
would  make  any  addition  to  the  capital  or  the  total  industry  of  a  country, 
much  less  of  the  world,  Adam  Smith  and  others  have  shown  how  it 
injures  industry  by  causing  production  to  be  carried  on  under  less 
favourable  conditions,  and,  consequently,  at  a  greater  cost ;  and  their 
argument  would  be  equally  convincing  even  if  statistics  did  not  show  a 
great  increase  of  commerce  where  their  advice  had  been  followed.  The 
charge  of  insidious  selfishness  which  is  brought  against  England  on 
account  of  its  having  got  all  the  good  it  could  out  of  Protection,  and 
then  called  on  other  countries  to  abandon  what  was  no  longer  neces- 
sary to  itself,  but  was  useful  to  them,  is  one  of  the  most  ridiculous 
which  was  ever  brought  against  any  nation.  The  only  reason  why  Pro- 
tection has  been  abandoned  by  English  statesmen,  is,  that  they  have 
been  convinced  that  it  is  essentially  useless  and  injurious ;  and  when 
they  call  on  other  countries  to  follow  their  example,  they  do 
BO  because  they  are  convinced  that  its  maintenance  is  equally  injuri- 
008  to  other  countries.  Foreign  Protectionists  attribute  to  English- 
men a  desire  to  monopolise  all  the  trade  of  the  world,  not  seeing  that 
there  must  be  two  parties  to  every  trade,  and  that  every  extension  of  the 
commerce  of  England  must  be  accompanied  by  an  increase  of  that  of 
the  countries  which  trade  with  it.  When  President  Grant,  in  a  Message 
to  Congress,  recommended  the  annexation  of  San  Domingo,  he  dilated 
on  its  capacity  for  producing  many  articles  which  are  imported  into  the 
United  States  from  foreign  countries,  and  urged  that  if  his  advice  were 
followed,  importation  would  cease.  Yet,  in  the  same  Message,  he  dilated 
on  the  advantage  which  the  United  States  would  derive  from  the 
exportation  of  their  produce,  and  seemed  to  suppose  that  the  process 
would  continue  even  though  importation  were  annihilated.  How  he 
sapposed  that  foreigners  were  to  pay  for  American  export,  if  they  were 
not  allowed  to  export  anything  in  return  he  did  not  explain,  but  he 
probably  wished  them  to  do  so  by  remitting  the  precious  metals.  If 
this  were  to  be  done,  the  exports  of  the  United  States  would  soon  be 
reduced  to  a  very  low  figure  by  the  inability  of  the  rest  of  the  world  to 
fomish  them  with  a  large  and  constant  supply  of  gold  and  silver. 
Among  the  American  wTiters  who  defend  Protection  none  are  better 
known  than  Mr.  H.  C.  Carey,  whose  "Principles  of  Social  Science," 
published  in  1856,  contains  an  elaborate  defence  of  the  system  in  all 
its  ramifications.     The  work  being  somewhat  prolix,  an  abridgment 
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has  been  prepared*  for  the  conyenience  of  the  American  public,  from 
which  the  following  observations  are  extracted : — "  A  country  embraces 
all  the  varieties  of  soil  and  climate  requisite  for  a  very  varied  agri- 
culture, from  the  barley  of  the  North  to  the  sugar  of  the  South ;  and 
yet  its  inhabitants  are  compelled  to  go  abroad  for  various  articles,  paying 
many  times  the  original  cost,  and  losing  annually  more  than  would,  if 
properly  applied,  suffice  for  naturalising  them  at  home.  .  .  .  Iron 
ore  and  fuel  abound,  but  there  being  no  furnaces  both  remain  useless, 
and  the  farmer  can  scarcely  obtain  a  plough.  Wool  abounds,  but  bb 
there  is  no  woollen  mill,  the  farmer's  daughter  is  idle  while  he  himself 

cannot  obtain  a  coat In  this  state  of  things,  society  says  to  the 

formers  and  labourers  that  the  establishment  of  mills  and  fmnaces 
would  double  the  value  of  both  land  and  labour,  and  that  to  enable 
them  to  combine  their  efforts  for  the  erection  of  such  establishments  it 
will  require  of  the  foreign  producers  of  cloth  and  iron  a  certain  portion 
of  the  value  of  all  they  may  import — applying  the  proceeds  to  the 
making  of  new  and  better  roads,  or  to  paying  the  expenses  of  govern- 
ment ;  thus  improving  the  modes  of  communication  among  themselves 
while  relieving  them  at  once  and  for  ever  from  the  oppressive  tax 
of  transportation  to  the  distant  market."  (Chapter  xliv.,  sec.  2, 
pp.  509-510). 

Thus,  Mr.  Carey  considers  it  a  greater  hardship  for  consumers  to 
have  to  pay  for  the  transportation  of  the  goods  from  a  great  distance 
than  to  pay  an  equal  amount  for  similar  goods  produced  within  the 
limits  of  the  political  community  to  which  they  belong.  What  differ- 
ence it  can  make  to  them  whether  the  high  price  which  they  have  to 
pay  is  owing  to  the  high  cost  of  production  or  to  that  of  transportation, 
he  does  not  explain,  and  would  probably  find  it  difficult  to  do  so.  If 
for  transportation  we  substitute  production,  the  argument  would  be 
equally  cogent.  Mr.  Carey  might  say  that  though  ploughs  and  coats 
could  be  produced  at  home  with  less  labour  than  would  be  required  to 
bring  them  from  abroad,  it  would  be  better  for  society  to  step  in  to 
compel  the  native  producers  to  contribute  something  towards  reducing 
the  cost  of  sea  transport,  and  thus  at  the  same  time  reduce  the  expense 
of  travelling  and  relieve  the  consumers  at  once  and  for  ever  fix>m  the 
oppressive  tax  of  production.  Human  labour,  as  has  been  well  explained 
by  Mill,  consists  of  nothing  else  than  moving  things  from  place  to  place, 
and,  wherever  production  is  carried  on,  transportation  is  carried  on  also. 
If  an  American  farmer  buys  iron  raised  from  a  mine  in  his  own  State, 
what  he  pays  for  is  the  labour  of  transporting  the  ore  from  the  bottom 

*  By  Kate  McEean.    Philadelphia,  1872. 
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of  the  mine  to  the  surface,  and  thence  to  the  fdmace,  and  of  trans** 
porting  the  iron  to  the  different  workshops  where  it  is  made  up 
into  the  shape  in  which  he  requires  it,  and,  lastly,  of  conveying  the 
finished  article  to  his  own  house.  The  most  complete  Protection 
cannot,  any  more  than  the  most  absolute  Free  Tnule,  emancipate 
hnman  beings  from  tl^e  necessity  to  which  they  are  subjected  by 
the  laws  of  matter  and  force;  and,  so  long  as  industry  continues, 
consumers  will  have  to  submit  to  the  oppressive  tax  of  transportation. 
So  fer  as  this  tax  can  be  lightened,  it  is  done  by  Free  Trade,  which 
enables  goods  to  be  brought  to  their  destination  with  the  least  possible 
expenditure  of  labour.  Mr.  Carey  looks  only  at  the  distance,  and  thinks 
that  there  must  be  more  labour  of  transportation  the  farther  the  goods 
are  brought.  This  is  clearly  an  error  where  land  and  water  carriage  are 
compared,  and  even  where  the  actual  journey  which  is  made  by  the  goods 
in  their  finished  state  is  longer,  the  labour  of  transporting  the  different 
elements  to  the  place  where  they  are  combined  is  often  greater,  and  the 
total  labour  of  transportation  is  greater  also.  A  protective  duty  would 
not  be  imposed  unless  foreign  producers  were  able  to  undersell  the 
natives,  and  the  fact  that  they  are  able  to  do  this  shows  that  the  con- 
BQmers  are  able  to  obtain  what  they  want  by  a  smaller  expenditure  of 
money  and  of  labour.  The  alternative  is  not  between  production  and 
transportation,  but  between  a  smaller  quantity  of  one  kind  of 
transportation  and  a  larger  quantity  of  another  kind.  Another  assump- 
tion made  in  the  above  passage  is,  that  labourers  w^ould  not  find 
employment  unless  guarded  by  Protection ;  but  the  very  fact  that  a 
protective  duty  is  proposed  shows  that  foreign  goods  are  imported,  and, 
if  imported,  they  must  be  paid  for  by  corresponding  exports.  The 
farmer's  daughter,  we  are  told,  is  idle,  but  her  chances  of  obtaining 
employment  will  not  be  increased  by  the  imposition  of  a  protective  duty. 
If  the  duty  succeeds  in  excluding  foreign  goods,  foreign  purchases  will 
alao  cease,  and  those  who  have  hitherto  laboured  to  produce  goods  for 
exportation  will  compete  for  employment  in  the  production  of  the  articles 
which  were  formerly  imported.  If  the  farmer's  daughter  was  not  able 
to  get  employment  while  the  old  state  of  things  continued,  she  would  be 
no  better  able  to  do  so  under  the  new,  for  her  competitors  will  be  as 
nnmerous  as  before,  though  the  kind  of  work  will  be  different.  We  are 
told  that  the  farmer  can  hardly  procure  himself  a  coat,  but  he  will  be  no 
better  able  to  do  so  after  the  change  than  before.  If  he  could  not 
formerly  import  a  coat,  or  the  cloth  of  which  a  coat  might  be  made,  a 
protective  duty  will  not  cause  him  to  buy  it  in  a  new  quarter,  but  it  will 
reduce  his  power  of  purchasing  coats,  or,  indeed,  any  other  articles.  By 
the  supposition  it  will  force  him  to  pay  dearer  for  home-made  articles 
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than  he  had  formerly  done  for  foreign  ones  ;  and  whatever  makes  him 
paj  dearer  for  a  given  quantity  of  commodities,  must^  pro  tanio, 
diminish  his  purchasing  power.  But  the  most  curious  oversight  whidi 
is  exhibited  in  this  passage  consists  in  the  assumption  that  a  protective 
duty  can,  at  the  same  time,  fulfil  its  purpose  and  yet  bring  in  a  revenue. 
Foreign  producers,  we  are  told,  ai'e  compelled  to  contribute  a  portion  of 
the  price  of  their  goods,  which  is  applied  to  the  construction  of  roads,  or 
to  the  maintenance  of  the  Government  ;^  and  thus  taxation  is  lessened, 
while  native  industry  is  encouraged,  the  iron  mines  are  worked,  the 
wool  is  manufactured,  etc.  But  it  is  obvious  that  unless  protective  duty 
is  high  enough  to  exclude  foreign  products  it  cannot  secure  a  monopoly 
of  the  market  to  native  producers,  nor  afPord  any  additional  inducement 
to  open  up  native  mines  or  establish  native  factories.  If,  on  the  other 
hand,  the  duty  is  sufficient  for  the  purpose,  it  cannot  yield  a  revenue, 
for  the  goods  on  which  it  is  imposed  will  not  be  brought  within  reach 
of  the  Custom  Houses.  In  the  former  case  the  duty  ceases  to  be  protec- 
tive, and,  indeed,  belongs  to  that  class  of  taxes  which  are  viewed  with 
favour  by  many  writers  who  are  strong  advocates  of  Free  Trade.  The 
tea  duty,  which  has  long  been  levied  in  England,  is  a  tax  on  a  foreign 
product  which  brings  in  a  considerable  revenue,  but  it  is  not  protective, 
for,  whether  it  existed  or  not,  English  farmers  would  not  strive  to 
compete  with  those  of  Asia  in  tea  growing.  In  the  latter  case,  when  a 
duty  is  really  protective,  its  defects  cannot  be  palliated  by  pointing  to  a 
relief  which  it  furnishes  to  the  taxpayers.  It  is,  indeed,  possible  for  a 
duty  to  be  so  adjusted  that  it  merely  diminishes,  instead  of  preventing, 
the  importation  of  foreign  commodities ;  but  when  this  is  the  case,  it 
fails  in  its  object  just  to  the  extent  to  which  the  articles  are  imported, 
and,  instead  of  beuig  entitled  to  praise,  both  as  a  fiscal  and  as  a  protective 
expedient,  it  is  a  compromise  which  is  equally  objectionable  to  both 
parties.  Mr.  Carey  frequently  complains  that  Free  Trade  impoverishes 
the  United  States  by  encouraging  the  export  of  corn,  which  is,  in  effect, 
the  gradual  removal  of  the  soil  itself.  There  is  a  certain  foundation  for 
this  objection,  for,  as  the  removal  of  each  crop  is  the  removal  of  so  much 
of  the  soil  as  has  already  been  absorbed  into  the  substance  of  vegetables, 
the  process,  if  continually  repeated,  must  completely  impoverish  the 
soil.  That  continued  exportation  of  produce  does  produce  this  effect  has 
been  shown  on  a  lamentably  large  scale  in  the  Southern  States  of  the 
Union  during  the  maintenance  of  slavery,  and  other  countries  have 
exhibited  a  similar  spectacle,  though  not  on  so  large  a  scale.  South 
Australia  is  one  instance,  and  the  county  of  Durham,  at  the  time  of  Mr. 
Caird's  visit,  was  another,  and  in  both  cases  the  effect  is  clearly  shown 
by  a  diminution  in  the  average  yield.    But,  as  Mill  has  clearly  shown. 
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there  is  no  connection  between  Free  Trade  and  Bach  a  wasteful  system 
of  tillage.  All  that  is  necessary  is,  that  the  farmers  should  import 
manure  to  replace  those  elements  of  the  soil  which  have  been  removed 
in  the  shape  of  com,  and  Free  Trade,  far  from  preventing  them  from 
doing  so,  places  every  facility  in  their  way.  On  the  other  hand. 
Protection  does  not  prevent  farmers,  if  so  inclined,  fit)m  thus  impoverish- 
ing their  lands  ;  and  the  county  of  Durham  was  so  impoverish^  during 
the  period  of  Protection.  As  Mill  points  out,  the  argument,  if  it  were 
good  against  Free  Trade  with  foreign  countries,  wonld  be  equally  good 
against  Free  Trade  within  the  limits  of  the  same  country,  especially  in 
one  so  extensive  as  the  United  States.  The  com  which  is  brought  from 
the  Western  Stat^  to  the  great  cities  on  the  Atlantic  Coast  is  not 
brought  back  in  the  form  of  manure  any  more  than  that  which  is 
exported  to  England  or  France,  and  if  Custom  House  barriers  are 
necessary  in  the  one  case,  they  are  equally  necessary  in  the  other.  It 
has  been  shown  by  experiment,  as,  indeed,  it  might  be  proved  ajrrioriy 
that  when  a  proper  quantity  of  manure  is  supplied,  the  same  kind  of 
crop  may  be  raised  year  after  year  from  the  same  soil  without  undergoing 
any  diminution  in  its  quantity ;  and  this  being  so,  the  question  becomes 
a  purely  agricultural  one  which  cannot  be  affected  by  the  discussions  of 
Economists.  If  the  price  at  which  American  com  is  sold  is  not  sufficient 
to  enable  the  farmers  to  supply  themselves  with  manure,  they  have  the 
remedy  in  their  own  hands,  for  they  can  raise  the  price  until  it  is  high 
enough  for  the  purpose.  If  they  are  not  sagacious  enough  to  do  so,  then 
it  can  matter  little  to  what  market  they  send  their  grain,  for  whether  it  be 
American  or  foreign,  near  or  remote,  the  soil  will  be  equally  impoverished, 
and  they  will  have  no  one  but  themselves  to  blame.  The  farmers  of 
Durham  have  already  found  that  the  consumption  of  the  United 
Kingdom  was  large  enough  to  impoverish  their  farms  when  they  would 
not  consent  to  take  the  trouble  to  renovate  the  soil. 

Mr.  Carey  considers  Protection  to  be  necessary  for  securing  the  sta- 
bility of  the  banking  system  of  the  United  States.  According  to  him, 
the  monetary  crises  which  have  from  time  to  time  occurred  in  that 
country  have  been  due  to  the  scarcity  of  gold,  and  this  in  its  tum  has 
been  caused  by  the  absence  of  a  fiscal  system  which  would  cause  gold  to 
be  constantly  imported  in  large  quantities.  To  secure  a  regular  influx 
of  gold  and  silver  was  the  object  of  all  systems  of  Protection  adopted  in 
medisBval  Europe,  because  in  those  times  the  belief  was  general  that 
wealth  consisted  in  these  metals  alone.  Such  was  the  anxiety  of  the 
English  Government  to  secure  this  object,  that  at  one  time  it  appointed 
agents  to  see  that  in  every  bargain  which  an  English  merchant  concluded 
abroad  he  exchanged  English  goods  for  foreign  gold  or  silver.    The 
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Government  allowed  foreigners  to  import  their  goods  into  England,  but 
took  great  pains  to  prevent  them  from  carrying  away  any  but  the 
smallest  portion  of  the  precious  metals  which  they  received  in  exchange. 
Mr.  Carey  does  not  suppose  that  wealth  consists  entirely  of  these  metals, 
but  he  fears  that  a  country  may  not  be  able  to  obtain  a  sufficient  quantity 
unless  the  Government  makes  special  provision  for  the  purpose,  and  he 
seems  to  have  as  much  confidence  in  the  power  of  the  Government  to 
obtain  this  object  as  was  shown  by  mediaeval  statesmen.  That  it  is 
necessary  for  a  country  which  uses  gold  for  its  currency  to  keep  up  its 
stock  is  obvious  enough,  but  Mr.  Carey  does  not  tell  us  why  the  assist- 
ance of  the  Government  is  necessary  to  enable  the  people  to  obtain  what 
they  require.  England  possesses  no  gold  mines  worth  mentioning,  and  has, 
for  the  last  quarter  of  a  century,  pursued  a  policy  of  Free  Trade,  and  yet 
it  has  received  a  large  portion  of  what  has  been  produced  in  California, 
and  nearly  the  whole  of  what  has  been  raised  in  Australia,  and  no 
Englishman  who  has  anything  to  give  in  exchange  has  any  difficulty  in 
procuring  gold  coin.  There  have  been  occasions  when  Englifih  banks 
have  been  denuded  of  their  stock  of  gold ;  but  even  at  these  times  the 
scarcity  has  only  been  felt  by  the  limited  class  of  merchants  who  happen 
to  require  large  quantities,  and  the  general  public  have  had  no  difficulty 
in  obtaining  as  many  coins  as  they  desired.  Mr.  Carey  contends  that 
Protection  secures  to  a  country  a  constant  and  sufficient  supply  of  gold, 
and  so  saves  it  from  monetary  crises.  Speaking  of  the  United  States,  he 
says,  "  Protection  ceased  in  1818,  bequeathing  to  Free  Trade  a  commerce 
that  gave  an  excess  import  of  specie,  a  people  among  whom  there  existed 
great  prosperity,  a  large  public  revenue,  and  a  rapidly  diminishing 
public  debt." 

"Free  Trade  ceased  in  1824,  bequeathing  to  Protection  a  commerce 
that  gave  an  excess  export  of  specie,  an  impoverished  people,  a  declining 
public  revenue,  and  an  increasing  public  debt."  (Chap.  xxix.  sec.  8, 
p.  348).  And  he  continues  to  emmierate  several  changes,  all  of  which 
told  to  the  disadvantage  of  Free  Trade.  I  do  not  know  what  are 
the  particular  changes  in  the  tariff  which  Mr.  Carey  describes  as  tran- 
sitions from  Protection  to  Free  Trade,  or  vice  versa;  but  since  the 
commencement  of  the  civil  war,  the  United  States  have  adopted  a  tariff 
which  is  as  protective  as  he  could  desire,  and  yet  it  has  not  saved  them 
from  the  scarcity  of  gold  which  characterised  the  crisis  of  1878,  as  it  has 
characterised  all  commercial  crises  in  America,  England,  and  elsewhere.  A 
fiscal  system  based  on  the  principles  of  Protection  may  seriously  obstnict 
the  importation  of  foreign  commodities,  but  cannot  prevent  fluctuations 
in  the  amount  of  exports  and  imports,  and  it  is  the  fluctuations  which 
drain  a  country  of  its  gold.  However  frequently  a  tariff  may  be  modified, 
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it  must  be  coiuddered  as  permaaent  when  oompared  with  the  fluctnatioiis 
of  commerce,  and  a  permanent  role  cannot  prevent  consmners  from 
sometimes  requiring  an  unusual  quantity  of  a  particular  article.  When 
this  happens,  it  must  frequently  be  found  that  the  country  has  no  other 
commodities  except  gold  which  foreigners  will  consent  to  accept  in  pay. 
ment  for  what  is  imported,  and  no  tariff  can  prevent  gold  from  being 
exported  in  such  a  case.  Several  crises  occurred  in  England  under  the 
reffime  of  Protection,  and  the  most  noted  of  these,  that  of  1825,  was 
marked  by  quite  as  great  a  diminution  in  the  reserve  of  gold  held  by  the 
Bank  of  England  as  has  ever  occurred  since.  So  far  as  Protection  has 
anything  to  do  with  commercial  crises,  it  rather  tends  to  multiply  and 
aggravate  them,  for  by  obstructiog  the  trade  of  a  country  with  foreign 
countries  it  impedes  the  growth  of  those  business  relations  which  would 
teach  foreigners  to  accept  native  produce  rather  than  gold  on  such  coca* 
sions.  The  discovery  of  gold  in  California  ought  to  have  relieved  the 
United  States  from  all  danger  of  crises  if  these  could  be  prevented  by 
regular  importation  of  gold,  for  the  produce  of  that  region  is  far  in  excess 
of  what  is  needed  to  keep  in  repair  the  currency  of  the  United  States. 
But  the  high  prices  which  the  discovery  has  produced  have  encouraged 
importation  from  abroad,  and  the  vicissitudes  of  commerce  have  pro* 
duced  a  temporary  dearth  of  gold  on  several  occasions  since  that  event,  as 
they  had  done  before. 

Another  American  writer,  Mr.  H.  Carey  Baird,  contends  that  American 
producers  are  entitled  to  protection  because  they  have  to  submit  to 
heavy  taxation  while  foreigners  are  able  to  introduce  similar  goods 
without  paying  the  same  taxes,  which  he  seems  to  regard  as  the  same 
thing  as  being  untaxed.  He  conmiences  a  pamphlet*  by  asking  *^  What 
IB  British  Free  Trade  ?  It  is  that  extraordinary  governmental  policy 
which  would  grant  privileges  to  foreigners  which  it  withholds  fix)m  its 
own  people !  It  is  that  system  of  legislation  which  would  permit  those 
foreigners  to  send  the  goods,  wares,  and  merchandise,  the  products  of 
their  labour,  into  your  country  untaxed,  without  contributing  toward 
the  support  of  your  city,  town,  county,  state,  or  National  Government ; 
while  you  pay  for  those  purposes  taxes  upon  real  estate,  sales,  incomes, 
manufactures,  corporations,  transportation,  furniture,  watches,  light, 
heat,  books,  newspapers,  bonds,  mortgage  deeds,  notes,  checks,  food, 
spirits,  ale,  medicine,  law,  &c.,  &c. ;  in  a  word,  upon  all  you  eat,  drink, 
wear,  are  obliged  or  desire  in  any  manner  or  form  to  use,  have,  or  enjoy, 
excepting  only  the  air  you  breadie.  Can  such  a  system  be  based  upon 
any  principle  of  right  or  justice,  or  can  it  be  expedient  in  any  country 

*  "  The  Rights  of  American  Prodaoers  and  the  Wrongs  of  British  Free  Trad« 
Revenue  Beform."    Philadelphia,  1870. 
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or  among  any  people?"    There  would  be  nothing  to  object  to  in  this 
argument  if  Mr.  Baird  simply  contended  that  when  a  duty  was  imposed 
on  an  article  produced  in  the  United  States  a  corresponding  duty  should 
be  levied  on  it  when  imported  from  abroad.    American  producers  hare 
frequently  suffered  from  the  neglect  of  their  Government  to  take  such  a 
measure,  which  is  equally  required  by  justice  and  expediency,  but  it  is 
evident  that  Mr.  Baird's  argument  is  not  confined  to  such  cases.    He 
argues  that  because  American  producers  are  heavily  taxed,  they  should 
have  a  monoply  of  the  market  as  against  foreigners  who  do  not  con- 
tribute to  American  taxation,  but  he  does  not  show  any  connection 
between  the  two  things.    The  reason  why  foreigners  do  not  contribute 
to  American  taxation  is,  that  they  derive  no  benefit  from  the  main- 
tenance of  the  American  Gk)vemment,  and  Mr.  Baird  gives  us  no  reason 
for  calling  on  them  to  contribute  towards  it.  The  fact  that  the  Americans 
are  able  to  buy  foreign  products  at  a  cheaper  rate  than  those  produced 
at  home  does  not  show  that  they  are  less  able  to  bear  the  burden  of 
taxation,  but,  on  the  contrary,  everything  which  diminishes  their  ex- 
penditure in  one  direction  makes  them  better  able  to  afford  it  when  it 
takes  the  form  of  paying  taxes.    If  American  consumers  were  debarred 
from  the  purchase  of  foreign  goods,   the  burdens  imposed  on  Ame- 
rican producers  would  not  be  thereby  rendered  less  onerous.    They 
would  not  be  required  to  produce  more,  but  would  simply  have  to  supply 
the  home  market  instead  of  producing  goods  for  exportation.     The 
amount  of  taxation  would  be  just  as  great  for  the  expenses  incident  to 
the  maintenance  of  the  military  and  civil  services,  and  the  payment  of 
the  interest  of  the  public  debt  would  be  the  same  whatever  system  of 
raising  the  revenue  were  adopted,  but  if  a  protective  system  were 
established  the  people  would  to  some  extent  be  impoverished.    Whatever 
excludes  cheap  goods  on  account  of  their  cheapness  must  compel  con- 
sumers to  accept  less  in  exchange  for  a  given  quantity  of  labour,  and 
must,  pro  tcmio,  diminish  the  surplus  which  they  can  place  at  the 
disposal  of  the  Gk)vemment  after  their  most  pressing  wants  have  been 
supplied.    Mr.  Baird  discusses  the  merits  of  a  tariff  proposed  by  the 
partisans  of  Free  Trade,  the  principle  of  which  is,  that  duties  shall  with 
few  exceptions  be  levied  solely  on  articles  which  cannot  be  produced  in      ' 
the  United  States,  and  he  makes  the  following  observations : — "  Now,  the      I 
duties  here  contemplated  being  generally,  and  with  but  few  exceptions,       | 
levied  upon  products  which  we  do  not  produce  and  must  have,  we  ourselves      | 
must  of  necessity  pay  them,  there  being  substantially  no  American 
competitors  to  keep  down  or  regulate  prices,  or  to  oblige  the  foreign 
producers  themselves  to  pay  the  duties  in  order  to  compete  with  such 
American  competitors.     These  duties,  then,  become  an  absolute  and 
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positiye  tax  upon  AmericaiiB  from  which  there  is  no  escape  except  b  j  their 
ceasiiig  to  consume  the  products.    Again^  the  general  reform  principle, 
as  here  deyeloped,  being  to  levy  no  duty  upon  any  product  the  like  of 
which  is  produced  in  this  country,  a  few  heavily-excised  articles  almost 
alone  excepted,  foreigners  are  to  be  allowed  free  and  untaxed  access  to 
onr  markets  here  to  compete  with  American  producers,  the  mere  fact  of 
any  article  bemg  largely  produced  in  this  country  being  ihe  title  by 
which,  by  the  code  of  the  "reformer,"  the  foreigner  obtains  the  right 
to  send  such  articles  into  this  country  untaxed.    As  all  of  the  people  of 
this  country  must  ultimately  live  off,  or  from,  the  product  of  American 
production,  so  must  all  taxes,  national,  state,  and  local,  ultimately  &11 
upon  American  producers,  and  upon  them  alone,  unless  we  can  make 
foreigners  who  seek  our  markets,  and  enjoy  the  advantages  and  profits 
thereof,  pay  a  portion  of  these  taxes,  precisely  the  thing  which  these 
British  Free  Trade  revenue-reformers  intend  shall  not  be  done."    Thus, 
what  he  complains  of  is  a  system  by  which  Americans  would  be  made  to 
pay  for  the  Protection  which  their  government  affords  to  them,  and  to 
t^em  alone,  and  would  have  to  pay  neither  more  nor  less  than  is  abso- 
lutely necessary.    It  is  diificult  to  see  wherein  he  supposes  the  griev- 
ance to  consist.    Americans  alone  have  to  pay  for  what  they  alone  use, 
and  he  fails  to  point  out  any  sort  of  reason  why  anyone  else  should  be 
made  to  pay  for  it.    He  argues  that,  because  the  whole  of  the  commodi- 
ties which  are  consumed  by  the  American  Government  must  be  either 
produced  in  America  or  paid  for  by  American  produce,^  therefore  the 
whole  burden  of  taxation  falls  on  American  producers,  but  this  does  not 
necessarily  follow.    All  that  part  of  American  taxation  which  falls  upon 
unproductive  consumers  is  levied  without  imposing  any  heavier  burden 
on  producers  than  they  would  have  to  bear  if  such  taxation  was  aban- 
doned.    He  regards  it  as  a  hardship  th^t  heavily-taxed  American 
producers  should  have  to  face  a  competition  of  untaxed  foreigners,  but 
he  seems  to  forget  that  foreign  producers  have  their  taxes  to  pay, 
though  the  American  Government  derives  no  benefit  from  them,  and  he 
quite  omits  to  show  that  such  taxation  prevents  Americans  from  selling 
their  produce  at  as  cheap  a  rate  as  foreigners.    He  regards  it  as  singular 
that  the  Free  Traders  diould  make  the  fact  that  an  article  can  be  pro- 
duced at  home  a  reason  for  admitting  it  from  abroad  untaxed,  but  he 
quite  forgets  that  the  exception  of  "a  few  heavily-excised  articles"  cuts 
away  the  ground  from  under  his  argument.    The  Free  Traders  do  not 
object  on  principle  to  the  taxation  of  articles  which  can  be  produced 
at   home.    They  simply  consider  that    the    revenue   can   Ibie   more 
conveniently  raised  when  duties  are  levied  on  a  very  few  articles,  some  of 
which  can  be,  while  others  cannot  be,  produced  at  home.  In  the  interest 
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of  producers  themaelyes  Free  Traders  desire  to  restrict  within  the  nar- 
rowest limits  the  interference  with  production  which  a  system  of  excise 
necessarily  brings  with  it.  In  the  interest  of  consumers  they  object  to 
the  imposition  of  any  duty  which  raises  the  cost  of  an  article  without 
benefiting  the  revenue.  The  object  of  the  reyenue  reformers  is  to 
•devise  a  scheme  for  proyiding  for  the  expenses  of  government  which 
shall  press  most  equitably  on  all  those  who  benefit  by  its  maintenance. 
It  would  be  just  as  reasonable  for  Mr.  Baird  to  complain  that  Ammcan 
producers  have  to  bear  the  expense  of  feeding  and  clothing  themselyes  as 
to  complain  that  foreigners  are  not  oompelled  to  provide  them  with  a 
govenunent. 

In  another  pamphlet,  Mr.  Baird  publishes  part  of  a*  correspondence 
between  himself  and  Mr.  Perry,  Professor  of  Political  Economy  at  the 
Yale  College,  who,  it  appears,  had  endeavoured  to  convince  him  of  the 
folly  of  Protection,  and  to  whom  he  makes  the  following  characteristic 
reply : — ^"  *They ' "  (the  Protectionists)  you  go  on  to  say,  "*  ignore  the  fact 
that  all  trade  is  voluntary  exchange  of  services  between  two  parties  who 
know  better  than  anyone  else  can  tell  them  what  their  interests  are,  and 
that  such  trade  ceases  of  necessity  the  moment  it  becomes  unprofitable.' '' 
*'  Granted,  for  the  sake  of  the  argument.  May  not  the  same  be  said  of 
the  voluntary  exchange  of  services  between  two  highwaymen,  the  one 
who  holds  your  horse,  and  the  other  who  puts  his  revolver  to  your  head 
and  demands  your  money  or  your  life  ?  Do  not  these  highwaymen 
'  know  better  than  anyone  else  can  tell  them  what  their  interests  are  ?' 
Is  this  exchange  of  services  to  be  allowed  to  go  on  until  it  ceases  because 
the  entire  community  having  been  eitjier  robbed  or  frightened  from  the 
road  *  it  becomes  unprofitable.'  "*  The  case  which  Mr.  Baird  puts  is 
in  no  way  parallel  to  that  which  it  concerns  him  to  discuss.  In  the  case 
of  the  highwaymen  there  is  no  occasion  for  anyone  to  interfere  in  the 
interest  of  the  highwaymen  themselves.  The  reason  why  society 
interferes  in  the  matter,  is,  that  it  wishes  to  protect  those  whose  liberty 
the  highwaymen  wish  to  infringe.  It  interferes,  not  to  curtail  liberty, 
but  to  preserve  it.  In  the  case  of  a  protective  duty,  society  interfeies 
not  to  preserve  the  liberty  of  any  individual,  but  to  prevent  individuals 
from  procuring  what  will  satisfy  their  own  wants  without  injuring  other 
individuals.  Mr.  Baird,  indeed,  seems  to  consider  that  American 
producers  are  injured  whenever  an  American  buys  foreign  goods  instead 
of  those  produced  by  his  own  countrymen  ;  but  this  assumes  that  the 
producers  have  a  right  to  choose  what  they  will  produce,  and  to  compel 
their  countrymen  to  buy  from  them  whettier  they  like  it  or  not.    This 
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IB  to  ttsmne  that  a  certain  clacig  of  men  are  entitled  to  dictate  to  the  rest 
M  to  the  manner  in  which  they  shall  deal  with  their  own  property  and 
supply  their  own  wants ;  an  assomption  of  the  same  kind  as  that  which 
is  made  by  highwaymen^  and  against  which  society  in  their  case  protests 
BO  strongly.  The  conduct  of  society  where  Mr.  Baird's  scheme  is  carried 
oat  is  so  far  from  resembliog  its  conduct  when  dealing  with  highwaymen^ 
that  it  might  be  much  more  fairly  compared  to  the  conduct  of  the  bigh- 
vijmen  themselyes,  since  in  both  cases  there  is  the  same  interference 
with  persons  who  have  done  no  wrong,  and  in'  both  cases  it  is  undertaken 
for  the  benefit  of  a  class  which  is  very  small  in  comparison  with  the 
numbers  of  those  who  are  injured. 

Another  argument  which  is  put  forward  by  American  Protectionists 
k,  that  wages  being  higher  in  the  United  States  it  is  impossible  for  the 
producers  of  that  country  to  compete  against  the  pauper-labour  of 
Europe.  This  argument  proceeds  on  the  assumption  which  is  so  fre- 
qaently  made  by  commercial  men,  and  sometimes  eyen  by  Political 
Economista,  that  the  amount  of  money  spent  in  wages  indicates  the  cost 
of  production.  If  this  were  so,  the  cost  of  production  would  certainly 
be  high  in  the  United  States,  for  money-wages  are  about  twice  as  high 
tbere  as  they  are  in  Europe  ;  but  the  theory  of  wages,  which  has  been, 
explained  in  a  previous  chapter,  is  directly  opposed  to  such  an  assump- 
tion. As  Adam  Smith  said  long  ago,  the  cost  of  an  article  to  a  person 
who  wants  it  is  the  trouble  and  difficulty  of  procuring  it,  whence  it 
follows  that  the  greater  the  quantity  of  a  commodity  which  can  be 
attained  by  a  giyen  quantity  of  labour,  the  smaller  must  be  the  cost  of 
producing  it.  The  fact  that  wages  measured  in  gold  are  higher  in  the 
United  States  than  in  Europe  proves  that  the  cost  of  producing  gold  is 
low,  for  otherwise  a  smaller  quantity  of  labour  would  not  be  rewarded 
with  a  larger  quantity  of  gold.  When  Americans  say  that  the  high  cost 
of  labour  prevents  them  from  competing  with  their  European  rivals, 
they  forget  that  wages  are  just  as  high  in  gold-mining  as  in  other 
brsnches  of  industry,  and  that  they  are  able  to  produce  gold  for  exporta- 
tion. So  it  is  with  agriculture  where  wages  are  high,  and  yet  an 
immense  quantity  of  produce  is  annually  exported.  If  the  wages  of 
American  farm-labourers  were  as  high  as  at  present,  but  their  labour  was 
not  more  efficient  than  that  of  their  European  rivals,  it  would  no  doubt 
be  impossible  for  American  farmers  to  stand  against  the  disadvantage  of 
the  greater  cost  of  carriage  which  must  be  submitted  to  before  their 
produce  can  be  brought  to  an  European  market.  But  the  very  fact  that 
sach  an  exportation  does  take  place  shows. that  they  can  compete  with 
what  they  are  pleased  to  call  the  pauper-labour  of  Europe  and  that  there 
mnst  be  something  wrong  in  this  theory.    That  the  theory  is  not 
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altogether  devoid  of  foundation  must  in  fairness  be  admitted,  and  is 
brought  home  to  many  American  manufacturers  by  their  daily  experi- 
jQnee.  Each  of  them  finds  that,  though  his  machinery  is  as  good,  and  his 
workmen  as  skilful  as  those  employed  in  European  factorira,  he  caimet 
afford  to  sell  his  products  at  so  low  a  price  as  his  rivals,  and,  having 
exhausted  all  other  means  of  accounting  for  his  failure,  he  finds  a  soffi- 
cient  explanation  in  the  enormous  difference  between  the  rates  of  wages 
paid  in  his  own  and  his  rivals'  establishments.  Bnt  though  this  explana- 
tion is  correct  as  &r  as  it  ^oes,  it  is  not  suf&cient  to  support  the  theory 
which  American  Protectionists  build  upon  it,  for  there  are  many  trades, 
of  which  gold-mining  and  agriculture  have  already  been  cited  be 
examples,  in  which  American  producers  can,  and  do,  compete  suooesBfuUy 
with  Europeans.  What,  then,  is  the  meaning  of  this  theory  of  the 
inability  of  Americans  to  do  so  ?  The  answer  is  furnished  by  Mr. 
Caimes,  who  observes,  "  What  it  means,  and  what  it  only  can  mean, 
is,  that  they  are  unable  to  do  so  consistently  with  obtaining  that 
rate  of  remuneration  on  their  industry  whidi  is  current  in  the 
United  States.  If  only  American  labourers  and  capitalists  would  be 
content  with  the  w^i^s  and  profits  current  in  Great  Britain,  there 
is  nothing  that  I  know  of  to  prevent  them  from  holding  their  own 
in  any  markets  to  which  Manchester  and  ShefiGield  send  their  wares. 
And  this  brings  us  to  the  heart  of  the  question.  Over  a  large  portion 
of  the  great  field  of  industry,  the  people  of  the  United  States  enjoy,  as 
compared  with  those  of  Europe,  advantages  of  a  very  exceptional  kind ; 
over  the  rest,  the  advantage  is  less  decided,  or  they  stand  on  a  par  with 
Europeans,  or  possibly  they  are,  in  some  instances,  at  a  disadvantage.*  " 
While  the  Americans  confine  themselves  to  those  branches  of  industry  in 
which  they  have  a  decided  advantage  over  Europeans  they  are  able  to 
produce  on  a  large  scale,  both  for  themselves  and  for  foreigners.  What 
they  complain  of  is  their  inability  to  compete  succeasfnlly  in  those 
branches  in  which  they  are  at  a  disadvantage,  or,  at  least,  have  a  less 
decided  advantage.  They  do  not  complain  that  they  are  unable  to 
obtain  any  commodities  which  they  require,  for  the  demand  for  Protec- 
tion implies  that  foreigners  are  ready  to  supply  their  wants.  Their 
complaint  is  that  they  are  not  able  to  obtain  high  remuneration  when 
they  wiU  not  consent  to  produce  those  articles  which  natives  and 
foreigners  are  most  willing  to  purchase.  Similar  complaints  are  heard 
in  other  countries  in  which  money-wages  are  much  lower  than  in  the 
United  States.  Eussian  and  Austrian  producers  dread  nothing  so  much 
as  EngUsh  competition,  although  they  have  to  pay  their  workmen  much 
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len  than  their  English  competitors.  It  is  not  the  high  rates  of  wages 
which  preTent  Americans  ^m  competing  with  Eoropeans,  but  their 
refosal  to  select  the  trades  in  which  the  high  wages  can  be  successfully 
earned.  As  Mr.  Gaimes  says,  in  continuation  of  the  passage  already 
quoted,  "  The  people  of  the  Union  decline  to  confine  themselyes  within 
these  liberal  bounds.  They  would  coyer  the  whole  domain  of  indus- 
trial activity,  and  think  it  hard  that  they  should  not  reap  the  same 
rich  harvest  from  every  part  of  the  field.  They  must  descend  into  the 
arena  with  Sheffield  and  Manchester,  and  yet  secure  the  rewards  of 
Chicago  and  St.  Louis.  They  must  employ  European  conditions  of 
production  and  obtain  American  results.  What  is  this  but  to  quarrel 
with  the  laws  of  nature."  That  they  cannot  under  these  circumstances 
compete  with  advantage  is  clear  enough,  but  Protection  would  not 
enable  them  to^o  so.  The  laws  of  nature  cannot  be  repealed  by  the 
fiscal  regulations  of  any  government,  and  if  the  situation  of  the  United 
States  is  unfavourable  to  the  growth  of  a  particular  industry,  the  exclu- 
sion of  foreign  products  will  not  make  it  thrive.  A  protective  tariff  may 
mdeed  compel  the  Americans  tp  produce  for  themselves  the  articles  which 
ihej  would  otherwise  have  imported  from  abroad,  and  the  producers  will, 
in  such  a  case,  receive  the  same  rates  of  profit  and  money-wages  as  the 
rest  of  their  countrymen.  ^  But  the  advantage  will  be  merely  nominal, 
for,  in  the  first  place,  American  producers  would  have  earned  quite  as 
high  a  nominal  remuneration  if  they  had  prodaced  goods  for  exportation ; 
and,  in  the  second  place,  although  money-wages  will  be  the  same,  real 
wages  would  have  fallen.  The  fact  that  foreign  commodities  were 
imported  shows  that  they  were  sold  at  a  cheaper  rate  than  those 
produced  in  the  country ;  and  if  a  monopoly  of  the  market  is  granted  to 
the  home  producers,  the  consumers  would  have  to  pay  dearer  for  what 
they  purchase,  and  a  given  quantity  of  labour  will  be  rewarded  with  a 
Bmaller  amount  of  comfort  than  it  would  otherwise  have  been.  I  use  the 
word  monopoly  in  spite  of  the  objection  made  by  Mr.  Baird,  who,  in  a 
letter  to  Mr.  Perry,  says,  ^'  I  am  tempted  to  remark  upon  a  passage  in 
yours  of  the  19th  ult.,  where  you  ask,  *  Why  then  should  exchanges  be 
prohibited  professedly  in  the  interests  of  taxpayers,  but  really  in  the 
interests  of  monopolists'.  This  cry  of  'monopoly,'  is,  as  I  am  well 
aware,  a  most  important  part  of  the  stock-in-trade  of  the  so-called  'Free 
Traders,'  but  is  there,  however,  anything  but  an  attempted  deception  in  it. 
Suppose  any  article,  iron  for  instance,  be  prohibited,  not  merely  pro- 
tected, to  whom  does  it  grant  any  monopoly  ?  Is  it  not  simply  to  each 
and  every  one  of  the  40,000,000  of  inhabitants  of  the  country  who  has 
the  desire,  the  brains,  and  the  capital  to  engage  in  its  manu&cture  ?  Do 
you  call  this '  monopoly  ?'    If  you  do^  you  must  rely  upon  and  consult 
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some  dictionary  wMch  I  have  never  seen,  and  I  should  like  to  know  the 
name  of  the  anthor."  (p.  11).  Perhaps,  in  strictest  accuracy,  the  word 
monopoly  signifies  a  privilege  of  selling  enjoyed  by  one  peison  alone  to 
the  exclusion  of  aQ  those  who  can  be  restrained  by  the  authority  of  the 
granter  of  the  privilege.  But  the  word  has  long  been  used  in  oases 
where  the  privilege  is  shared  among  a  large  number,  and  where  very 
little  difficulty  is  experienced  in  obtaining  a  share  in  its  advantages.  The 
Bank  of  England  is  said  to  enjoy  a  monopoly  of  note-issue  in  London, 
although  its  proprietors  are  numbered  by  thousands,  and  anyone  who 
has  money  to  invest  can  become  a  proprietor  if  he  wishes  to  do  so.  The 
East  India  Company  was  in  like  manner  said  to  enjoy  a  monopoly  of  the 
trade  between  England  and  the  East  Indies,  although  its  proprietors 
were  very  numerous,  and  it  was  easy  to  obtain  admission  into  their  body. 
What  is  essential  to  the  argument  is,  that  the  monopoly,  whether  enjoyed 
by  one  person  or  many,  should  have  the  effect  of  restricting  production 
to  those  localities  where  it  can  only  be  carried  on  at  a  greater  cost  than 
would  otherwise  be  necessary,  and  the  privilege  enjoyed  by  American 
producers  is  of  this  character.  It  is  for  their  benefit  that  foreign  goods 
are  excluded,  and  American  consumers  have  to  pay  dearer  for  what  has 
been  produced  with  more  labour.  The  monopolies  which  were  formerly 
granted  to  single  individuals  were  open  to  objection  on  the  same 
ground,  but  they  prevented  oonsumers  from  obtaining  what  they  wanted 
on  the  cheapest  terms ;  and  as  the  same  principle  is  involved  in  both 
cases,  and  the  same  word  has  been  conmionly  applied  to  both,  I  see  no 
reason  for  abandoning  it. 

That  the  protective  tariff  enforced  in  the  United  States  has  bad  the 
effect  of  diminishing  real  wages  has  been  shown  by  Mr.  D.  A.  Wells,  an 
American  gentleman  who  is  well  known,  both  in  England  and  in  his  own 
country,  by  his  writings  on  this  subject.  By  a  careful  comparison  of  the 
rates  of  wages  and  the  prices  of  the  principal  articles  which  enter  into 
the  consumption  of  the  labouring  classes,  he  has  arrived  at  the  conclu- 
sion that  the  rise  which  has  taken  place  since  the  time  when  the  Horrill 
tariff  was  adopted  has  been  nfuch  less  in  the  case  of  wages  than  in  that 
of  prices.  Wages  have  risen  considerably,  even  when  measured  in  gold, 
the  rise  being,  as  he  tells  us,  50.  per  cent,  in  the  case  ci  unskilled  labour, 
and  60  per  cent  in  that  of  mechanical  labour  during  the  period  1860-8. 
But  the  rise  of  prices  during  the  same  period  averaged  78  per  cent,  so 
that  the  labourers  suffered  a  real  loss  of  about  20  per  cent  in  their 
wages.  This  result  cannot  be  explained  by  anything  except  the  tariff, 
for  the  effects  of  the  paper  currency  have  been  eliminated  by  confining 
the  comparison  to  cases  in  which  all  amounts  are  reckoned  in  gdd,  and 
taxation,  which  is  the  only  other  circumstance  which  might  be  adduced 
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to  aooount  for  the  fact,  has  been  shown  by  Mr.  Wells  to.  be  quite  inade- 
qoate.  It  does  not  appear  that  the  Congress  which  adopted  the  tariff 
were,  chiefly  actuated  by  a  desire  to  protect  native  industry,  but  they 
were  in  sach  haste  to  create  fresh  taxes  for  meeting  the  expenses  of  a 
dyil  war  that  they  did  not  stop  to  consider  whether  those  that  were 
proposed  would  or  would  not  be  protective  in  their  operation.  The 
inannfactnrers  and  other  traders  concerned  were  adroit  enough  to  seize 
the  opportunity  of  getting  taxes  imposed  which  seemed  to  &your  their 
particular  interests,  and  to  make  a  profit  out  of  the  embarrassment  of 
their  country.  In  the  able  essay  which  Mr.  WeUs  oonfcributed  to  the 
aeries  published  by  the  Cobden  Club  in  1871-2,  Congress  is  described  as 
proceeding  on  no  other  principle  than  that  pursued  by  the  Irishman 
at  the  fair,  *'  Wherever  you  see  a  head,  hit  it."  Wherever  they  saw  any 
sign  of  wealth  they  proceeded  to  tax  it,  and  the  reckless  haste  with 
which  they  acted  often  led  them  to  impose  such  high  duties  on  native 
products  as  encouraged  importation  until  corresponding  import  duties 
were  imposed.  One  case  is  mentioned  in  which  a  tax  was  laid  on  copper, 
from  which  the  Government  derived  less  than  it  lost  by  having  to  pay 
an  increased  price  for  its  own  copper.  In  other  cases,  duties  were 
imposed  on  q>irits>  and  an  exemption  waQ  granted  to  those  which  had 
been  made  before  the  Act  was  passed.  The  very  men  who  had  sug- 
gested the  tax  had  taken  care  to  manufacture  large  quantities 
beforehand,  and  were  able,  while  escaping  from  payment  of  the  tax, 
to  sell  their,  stocks  at  the  high  prices  which  were  paid  for  similar 
liquor  on  which  it  had  been  paid.  In  other  cases,  spirits  on  which 
the  excise  duty  had  been  paid  were  entered  in  the  Custom  Houses 
as  intended  for  exportation,  whereupon  the  manufacturers  were 
entitled  to  a  drawback,  or,  in  other  words,  a  return  of  the  money 
which  had  been  paid.  The  object  of  this  provision  was  to  prevent  the 
duty  from  putting  a  stop  to  the  export  of  American  spirits,  and  a  similar 
policy  is  usually  adopted  where  excise  duties  are  imposed.  In  some 
cases,  however,  the  system  led  to  the  perpetration  of  scandalous  frauds. 
By  the  connivance  of  the  officials  concerned,  the  owners  were  enabled  to 
withdraw  their  casks  of  spirits  from  the  warehouses  and  to  substitute 
others  containing  little  more  than  water  ;  and  when  it  had  been  reported 
that  these 'casks  had  arrived  at  a  foreign  port,  the  owners  received  the 
drawback  and  were  released  from  further  liability.  That  these  and 
similar  abuses  should  have  been  submitted  to  during  the  war  was  no 
more  than  might  have  been  expected,  but  ihat  a  tariff  in  which  nearly 
every  article  is  taxed  should  have  been  maintained  during  so  many 
years  of  peace,  is  a  fact  which  can  only  be  accounted  for  by  the  confi- 
dence of  a  majority  of  the  people  in  the  truth  of  the  doctrines  taught  by 
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Mr.  Carey  and  others.  In  England,  every  eflfort  has  been  made  to  repeal 
Customs  duties,  and  the  articles  which  are  subject  to  them  may  almost 
be  counted  on  the  fingers.  In  the  United  States,  a  duty  of  85  per  cent 
ad  valorem  was,  as  a  rule,  imposed  on  every  article  imported  from 
abroad,  and  the  inconvenience  resulting  from  such  an  arbitrary  rule 
must  have  been  considerable.  The  unforeseen  effects  which  may  follow 
from  this  mode  of  proceeding  are  curiously  illustrated  by  an  anecdote 
told  by  Herr  Julius  Faucher  in  an  essay  included  in  the  same  series  as 
that  of  Mr.  Wells  just  referred  to.  A  tariff  had  been  adopted,  which, 
after  specifying  duties  on  various  articles  imported  into  Prussia,  imposed 
an  uniform  duty  of  half  a  thaler  per  hundredweight  on  all  articles  not 
previously  named.  End  this  continued  in  operation  for  many  years  with- 
out attracting  much  attention.  Herr  Faucher,  however,  tells  us  that, 
*^  One  fine  morning  in  1864,  the  Prussian  Minister  of  Commerce,  Count 
Itzenplitz,  who  still  occupies  that  place,  took  the  House  of  Deputies  of 
the  Prussian  Landtag  by  surprise,  by  soliciting  their  assent  to  an  isolated 
measure  of  tariff  reform,  certainly  never  heard  of  before.  He  did  not 
attempt  to  justify  it  at  all,  for  in  this  case  there  was,  as  the  reader  soon 
will  see,  not  the  slightest  necessity  for  it.  He  begged,  namely,  to  be 
authorised  by  the  House  to  propose  to  the  Zollverein  Conference  that 
henceforward  sea-water  might  be  imported  duty-free  across  the  land 
frontier.  The  members  did  not  know  whether  they  could  trust  their 
ears.  Here  and  there  they  got  up  from  their  seats,  leaning  forward  and 
crying,  "  What  ?  Say  it  again!"  **Not  understood,"  and  the  like.  Where- 
upon the  Minister  related  that  it  had  become  necessary  in  the  previous 
year  to  stop  by  order  in  council — ^the  sanction  of  the  Landtag  being 
reserved — ^the  general  import  duty  of  half  a  thaler  on  the  hundred- 
weight upon  sea-water  imported  by  rail  across  the  land  frrontier 
at  Wittenberge  from  Hamburg,  and  at  Emmerich  from  fiotterdam, 
for  the  oyster-shops  of  Berlin  and  Cologne,  and  for  other  uses. 
"  The  communication  was  received  with  roars  of  laughter,  in  which 
our  jolly  Minister  of  Commerce  joined  heartily."  (p.  276).  Herr 
Faucher,  who  was  himself  one  of  the  deputies  present  on  the  occasion, 
took  advantage  of  the  incident  to  obtain  the  repeal  of  the  whole  clause. 
If  the  American  tariff  has  not  led  to  any  such  ridiculous  consequences, 
it  has  at  least  produced  equal  inconvenience.  For  the  benefit  of  the 
manufacturers,  high  duties  have  been  imposed  on  foreign  manufactured 
articles,  and  the  producers  of  raw  material  have  at  once  asked  for  similar 
protection  for  their  industry:  When  this  has  been  granted,  the  manu- 
facturers have  lost  through  the  deamess  of  their  material  as  much  as 
they  have  gained  by  the  exclusion  of  foreign  oompetition ;  and  Mr. 
WeJls  contends  that  the  system  can  oi^y  be  called  protective  on  the 
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principle  of  "Iucub  a  non  luoendo."  A  heavy  duty  was  imposed  on 
English  steel  for  the  benefit  of  American  iron-masters,  but  those  who 
were  engaged  in  manufacturing  goods  from  steel  complained  that  the 
dnfcy  was  a  great  impediment  to  their  business.  It  was  difficult,  if  not 
impossibley  to  produce  steel  in  the  United  States  equal  in  quality  to  that 
niade  in  England,  and  the  American  manufacturers  who  produced  for  expor- 
tation were  often  required  to  use  English  steel.  But  they  were  thus  obliged 
either  to  pay  the  high  duty  or  else  to  lose  the  contract ;  thus  affording 
an  example  of  one  of  the  many  ways  in  which  restrictions  on  imports 
bring  about  a  diminution  of  exports.  There  is  thus  a  constant  struggle 
going  on  in  the  United  States  between  the  different  classes  of  producers, 
each  of  whom  desires  protection  for  himself,  and,  at  the  same  time, 
freedom  from  the  restrictions  which  are  imposed  upon  him  for  the 
benefit  of  others.  A  French  writer  of  some  ingenuity,  M.  Alby,*  con- 
tends that  where  all  interests  are  equally  protected  no  one  has  any 
right  to  complain,  and  that  injustice  is  only  perpetrated  where  a  few 
classes  are  protected  at  the  expense  of  the  rest.  According  to  him,  it  is 
unjust  that  millions  should  be  compelled  to  pay  dear  for  iron  in  order 
that  a  few  thousand  iron-workers  may  be  benefited,  but  the  injustice 
becomes  less  and  less  as  the  number  of  protected  trades  is  increased,  and 
Mb  to  zero  when  all  are  protected.  In  the  case  of  the  United  States,  it 
is  obviously  impossible  to  apply  M.  Alby's  imaginary  system,  for  the 
fiffmers  of  Illinois  and  the  gold  miners  of  California  can  derive  no  benefit 
fix>m  protective  duties  on  foreign  com  or  gold.  These  classes  feel  the 
fall  weight  of  the  tariff  which  raises  the  price  of  nearly  everything 
which  they  buy,  while  they  cannot  console  themselves  with  the  reflection 
that  it  secures  them  a  better  market  for  their  produce  than  they  would 
otherwise  enjoy.  But  even  if  it  were  possible  that  every  class  of 
American  producers  could  receive  a  compensation  such  as  is  suggested 
by  M.  Alby,  it  would  not  follow  that  no  one  would  have  a  grievance  to 
complain  of.  According  to  the  theory,  every  trade  would  be  protected, 
which  is  the  same  thing  as  saying  that  every  article  would  be  produced  in 
the  country  at  a  greater  cost  than  would  have  been  necessary  if  it  had 
been  imported ;  from  which  it  follows  that  every  consumer  would  be 
forced  to  submit  to  a  greater  sacrifice  in  order  to  obtain  what  he  wanted* 
Every  one  would  be  in  the  same  predicament,  and  could  hardly  complain 
tiiat  others  had  not  acted  towards  him  in  the  same  spirit  as  he  had  acted 
towards  them ;  but,  nevertheless,  every  one  would  be  worse  off,  and  the 
Bystem  would  be  foolish,  if  not  immoral. 
Now  that  the  system  of  Free  Trade  has  been  adopted  to  the  fullest 

*  Beyue  des  Deux  Hondes,  Odober  15, 1S69. 
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extent  by  one  important  commercial  country,  and  efiEbrts  have  been 
made  to  secare  its  adoption  in  many  others,  the  advocates  of  Protection 
are  obliged  to  abate  something  of  their  pretensions,  and  to  content 
themselves  with  recommending,  as  a  temporary  expedient,  what  ihey 
formerly  demanded  as  essential  to  industrial  prosperity.  Many  of  them 
now  tell  ns,  that  though  there  are  countries  which  can  afford  to  do 
without  Protection,  there  are  others  which  require  to  be  nursed  and 
sheltered  for  a  time  imtil  they  are  able  to  hold  their  own  against  foreign 
competition.  Mr.  Carey  and  other  writers,  both  in  the  United  States 
and  in  the  British  colonies,  who  adopt  this  line  of  argument,  derive  some 
support  from  the  well-known  passage  in  Mill's  ''  Political  Economy." 
^*The  only  case  in  which,  on  mere  principles  of  Political  Economy, 
protecting  duties  can  be  defensible,  is  when  they  are  imposed  temporarily 
(especially  in  a  young  and  rising  nation),  in  hopes  of  naturalising  a 
foreign  industry,  in  itself  perfectly  suitable  to  the  circumstances  of  the 
country.  The  superiority  of  one  country  over  another  in  a  brandi  of 
production  often  arises  only  from  having  begun  it  sooner.  There  may 
be  no  inherent  advantage  on  one  part,  or  disadvantage  on  the  other,  bat 
only  a  present  superiority  of  acquired  skill  and  experience.  A  country 
which  has  this  skill  and  experience  yet  to  acquire,  may,  in  other  respects,, 
be  better  adapted  to  the  production  than  those  which  were  earlier  in  the 
field  ;  and,  besides,  it  is  a  just  remark  of  Mr.  Bae,  that  nothing  has  a 
greater  tendency  to  promote  improvements  in  any  branch  of  production 
than  its  trial  under  a  new  set  of  conditions.  But  it  cannot  be  expected 
that  individuals  should,  at  their  own  risk,  or,  rather,  to  their  certaiii 
loss,  introduce  a  new  manufacture  and  bear  the  burden  of  carrying  it 
on  until  the  producers  have  been  educated  up  to  the  level  of  those  with 
whom  the  processes  are  traditional.  A  protecting  duty  continued  for  a 
reasonable  time  will  sometimes  be  the  least  inconvenient  mode  in  which 
the  nation  can  tax  itself  for  the  support  of  such  an  experiment.  Bat 
the  protection  should  be  confined  to  cases  in  which  there  is  good  ground 
of  assurance  that  the  industry  which  it  fosters  will,  after  a  time,  be  able 
to  dispense  with  it ;  nor  should  the  domestic  producers  ever  be  allowed 
to  expect  that  it  will  h6  continued  to  them  beyond  the  time  necessaiy  for 
a  fair  trial  of  what  they  are  capable  of  accomplishing."*  That  this 
passage  should  have  become  popular  among  Protectionists  of  the  United 
States  and  of  the  British  Colonies,  is  natural  enough,  for,  as  Mr.  Bogers 
says,  **  The  circumstances  in  which  they  are  situated  exactly  square  with 
the  hypothesis  of  Mr.  Mill.  The  countries  are  yoxmg  and  risii^ 
industrious,  as  yet  nascent,  are  thoroughly  suited  to  the  natural  capacity 

*  Book  v.,  ohap.  x.,  seo.  1,  vol  2.,  pp.  587-8.    8th  Bdition. 
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of  the  r^on  and  of  the  people^  the  latter  being  of  the  same  stock  with 
the  mother  comitry  whose  mannfactures  they  prohibit  or  discourage. 
There  is  no  reason,  apparently,  except  that  of  priority  in  the  market,  why 
the  industry  of  the  old  country  should  not  be  transplanted  to  the  new. 
Henoe,  I  repeat,  Mr.  Mill's  concession  is  perpetually  quoted,  and  is 
perpetually  mischieTOOS.'' *  What  advantage  is  to  be  gained  by  the 
natoraUsation  of  a  new  industry  in  such  circomstances  is  not  very  dear, 
for  if  it  was  one  which  could  hold  its  own,  no  protection  would  be 
needed ;  and  if  it  could  not,  it  does  not  appear  what  compensation  the 
counky  would  receive  for  the  sacrifice  submitted  to.  The  history  of 
industry  is  foil  of  instances  in  which  individuals  have  tried,  in  spite  of 
heavy  losses,  to  naturalise  a  new  industry  in  their  country  ;  and,  indeed, 
this  kind  of  enterprise  rather  needs  checking  than  encouraging.  Of 
course,  if  it  is  assmned  that  the  gains  will  exceed  the  losses,  the  experi- 
ment is  justified  on  economic  grounds,  for,  by  the  hypothesis,  it  promotes 
the  increase  of  wealth ;  but  the  real  question  is  whether  there  is  any  chance 
that  sudi  an  experiment  will  succeed.  It  is  not  necessary  that  native  pro- 
duce^ should  be  able  to  equal  their  foreign  rivals  in  order  that  they  may 
introduce  a  new  indostry,  for  they  may  be  able  to  produce  a  small  quantity 
at  a  cheaper  rate,  although  they  cannot  undertake  to  supply  all  that  is 
required.  To  quote  again  from  Mr.  Rogers :— **  Every  country  enjoys 
a  natural  protection  to  its  manufactures.  When^he  article  is  cheap  and 
bulky,  the  cost  of  carriage  is  equivalent  to  a  prohibitive  duty  ;  when  it 
is  cheap  and  light,  the  same  element  of  cost,  amounting  to  a  considerable 
per  centage,  is  a  protective  impost.  In  the  great  majority  of  cases  this 
charge  and  similar  incidents  attached  to  a  foreign  commerce,  are  abund- 
antly sufficient  to  give  a  legitimate  stimulus  to  home  production." 
(p.  2S^).  This  natural  protection  affords  to  producers  an  opportunity 
for  producing  on  a  small  scale  to  supply  their,  immediate  neighbourhood, 
and  if  the  new  conditions  lead  to  any  improvement,  they  can  afterwards 
extend  their  operations.  In  such  a  case  as  the  iron-trade  of  the  United 
States  it  is  evident  that  the  more  fertile  mines  can  be  profitably  worked 
in  spite  of  English  competition,  and  a  duty  which  prevents  or  obstructs 
the  importation  of  English  iron  does  not  naturalise  a  new  industry,  but 
simply  gives  an  unnatural  extension  to  one  which  would  exist  without  it. 
Thus  it  certainly  compels  American  consumers  to  pay  dearer  for  their 
iron,  while  even  if  ionerican  producers  were  able  to  maintain  their 
ground  after  the  repeal  of  the  tax,  proof  would  stiU  be  wanting  that  the 
inconvenience  suffered  during  its  continuance  was  outweighed  by  the 
advantage  of  producing  at  home  what  might  be  imported  from  abroad. 

*  Hanoal,  Ohap.  zviL,  p.  284.    2nd  Kditlon. 
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But  what  ooDstitutes  the  strongest  objection  to  Mill's  argament  is  the 
impofisibility  of  finding  any  authority  competent  to  decide  which  indus- 
tries ought  to  be  naturalised,  and  how  long  a  period  of  Protection  oaght 
to  be  granted  to  them.  Mr.  Rogers  asks  ^' Again,  who  shall  decide 
whether  a  particular  industry  should  be  developed  in  a  country  by  pro- 
tective regulations  ?  Who  shall  determine  the  period  at  which  iihe 
protection  shall  cease  ?  Is  it  not  manifest  that  the  selection  of  &voiiied 
industries  (of  course,  I  except  those  which  may  be  conceived  as  abso- 
lutely necessary  to  the  well-being  of  the  country)  and  the  prolongation  of 
the  term  of  protection  will  be  a  matter  of  perpetual  intrigue,  will  be  a 
powerfiil  means  for  demoralising  the  administrative  or  legislative 
body  which  makes  or  extends  these  ooncessions  ? "  (p.  285).  Private 
individuals  often  make  egregious  mistakes  in  the  selection  of  a 
branch  of  industry  which  they  attempt  to  naturalise  in  a  new 
locality.  Is  it  to  be  supposed  that  governments  will  possess  greater 
powers  of  discrimination?  Individuals  have  the  strongest  motive 
of  self-interest  to  induce  them  to  obtain  all  the  data  on  which  to 
found  a  right  conclusion,  but  it  can  matter  very  litUe  to  legislators 
whether  their  experiments  succeed  or  not.  When  we  remember  how 
numerous  are  the  instances  in  which  laws  passed  to  regulate  industry 
have  produced  evil  effects  never  dreamt  of  by  their  promoters,  it  seems 
the  height  of  temerity  to  entrust  legislators  with  the  power  of  deciding 
a  question  which  presents  so  much  difficulty  and  is  at  the  same  time  of 
so  much  importance  as  the  propriety  of  introducing  a  new  trade,  into  a 
country.  In  Australia,  many  efforts  have  been  made  to  produce  wine 
from  native  grapes,  but  these  have  not  met  with  much  success  if  we  may 
trust  Mr.  Trollope,  when  he  tells  us  that  he  seldom  found  Australian 
wine  that  was  worth  drinking.  If  foreign  wines  were  excluded  in  order 
that  the  native  wine-growers  might  have  time  to  establish  their  trade, 
what  compensation  could  be  obtained  by  those  who  were  forced  to  drink 
bad  wine  during  the  process  ?  How  could  the  Australian  legislators 
decide  how  much  time  should  be  allowed  ?  If  they  were  content  to  take 
the  advice  of  the  wine-growers,  a  very  long  period  would  be  assigned, 
and  if  they  did  not  do  this,  who  would  be  benefited  ?  Mr.  Trollope  tells 
us  that  the  protective  tariff  of  Victoria  excludes  the  strawberries  of 
Tasmania,  and  that  pumpkin-jam  flavoured  with  strawberries  is  sold  in 
Yiotoria  as  strawberry-jam.  Can  this  be  considered  as  one  of  the 
improvements  in  manufacture  which  result  from  its  trial  under  new 
conditions,  and  if  not,  how  much  time  ought  to  be  allowed  for  some 
improvement  to  be  discovered  ?  So  far  is  it  from  bemg  true  that  a 
temporary  protection  stimulates  producers  to  effect  improvements, 
that,  on  the  contrary,  there  is  plenty  of  evidence  to  show  that  its 
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mamtenance  encourages  the  nafcural  unwillingnefis  of  all  men,  whether 
mann&ctnreis  or  not,  to  make  a  change  in  their  habits.  A  curions 
anecdote  is  related  by  Mr.  Wells  which  illustrates  the  enervat- 
ing effect  of  Protection  on  American  manufacturers  : — "  In  the 
Bununer  of  1867,  while  studying  the  industries  of  Europe,  the  Com- 
miflsioner  visited  a  factory,  the  products  of  which  had  for  many 
years  found  an  extensive  market  in  the  United  States.  The  product 
being  staple,  and  the  industry  one  that  was  exceedingly  desirable  should 
be  extended  in  the  United  States,  the  Commissioner  studied  the  process 
of  ntianufacture  with  great  care,  from  the  selection  of  the  raw  material  to 
the  packing  of  the  finished  product,  the  rates  of  wages,  the  intelligence 
of  the  operatives,  and  the  hours  of  labour.  When  his  investigation  was 
completed,  the  Commissioner  said  to  the  foreign  manu&cturer,  a  man 
whose  name  is  a  household  word  in  his  own  country  for  integrity  and 
philanthropy,  '  The  duty  on  the  import  of  these  articles  into  the  United 
States  is  respectively  35  per  cent,  and  80  per  cent.,  ad  vcUorem, 
and  20  cents,  per  pound  ;  if  you  have  given  me  your  prices,  products 
of  machinery,  and  cost  of  labour  correctly,  I  do  not  well  see  how  you 
could  export  your  fabrics  to  the  United  States,  even  if  there  was  sub- 
stantially no  duty,  as  the  advantage  of  raw  material  is  mainly  upon 
our  side.'  ^  I  am  sometimes  at  a  loss  myself  to  account  for  the  course 
of  trade,'  was  the  reply  ;  '  but  perhaps  it  will  help  you  to  a  conclu- 
sion if  I  tell  you  that  some  time  ago,  finding  ourselves  pressed  with 
Grerman  competition,  we  threw  out  our  old^machinery  and  replaced  it 
with  a  new  and  improved  pattern,  and  the  machinery  by  us  rejected* 
was  sold  to  go  to  the  United  States.'  To  complete  the  story  it  is  only 
necessary  for  the  Commissioner  to  add  that  the  owners  of  this  second-hand 
machinery  have,  since  its  importation,  demanded  and  received  an 
increased  protection  on  its  products."*  There  can  hardly  be  a  more 
striking  example  of  the  effects  of  Protection,  and  if  the  duties  here 
referred  to  had  been  nominally  imposed  for  a  limited  time,  the  manufac- 
turers could  always  have  indulged  the  hope  that  they  would  be  renewed. 
Whether  the  renewal  was  granted  or  not  they  would  still  think  that 
they  could  safely  put  off  the  troublesome  business  of  improving  their 
machinery  until  they  knew  for  certain  that  they  would  have  to  face 
foreign  competition.  If  a  government  wishes  to  see  a  new  industry 
naturalised  in  its  territory,  it  can  promote  this  object  by  removing  all 
obstructions  to  domestic  industry  or  foreign  trade,  but  if  it  endeavours 
to  go  fiirther  and  to  compel  its  subjects  to  produce  at  home  what  they 
could  import  from  abroad,  it  enters  on  a  course  which  is  almost  certain 

*  Beport,  1868,  p.  74,  quoted  in  Caimes'  "  Leading  PrincipleB,"  pp.  486-486. 
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to  do  more  harm  than  good.  Consmners  certainly  suffer  during  the 
process,  and  even  if  the  new  industry  is  able  to  stand  alone  after  the  pro- 
tection has  been  withdratvn,  it  must  always  remain  a  moot  point  whether 
home  production  possesses  auy  intrinsic  advantages  over  importation. 

The  cry  for  Protection,  which  was  once  so  loud  and  frequent,  is  now 
seldom  heard  in  England,  but  manufacturers  still  regard  the  entry  of 
foreign  goods  as  in  some  way  signifying  that  English  industry  is 
declining,  and  that  foreigners  are  able  to  beat  them  in  their  own 
market.  A  few  instances  are  cited  as  if  they  were  the  precnrsoiB  of  a 
great  revolution  which  is  to  deprive  England  not  merely  of  its  leading 
position  with  regard  to  other  countries,  but  of  the  skill  and  enterprise 
which  do  so  much  to  promote  the  comfort  of  its  inhabitants.  Theories 
are  not  wanting  to  account  for  the  alleged  decline' of  the  national  vigour, 
which  at  one  time  is  ascribed  to  the  refusal  of  the  labourers  to  content 
themselves  with  reasonable  wages,  and,  at  another  time,  to  the  want  of 
education  which  renders  them  inferior  to  the  labourers  of  the  Continent. 
The  first  of  these  theories  affords  to  the  enemies  of  trades'  unions  an 
opportunity  for  charging  their  leaders  with  ignorance  and  folly  which 
are  ruining  the  very  classes  for  whose  benefit  unicms  exist.  One  writer, 
who  has  proved  himself  to  be  a  true  friend  to  the  unions,  has  been  so 
much  impressed  with  the  foroe  of  these  arguments,  that  he  thinks  it  his 
duty  to  warn  their  leaders  against  pursuing  a  policy  which  would  lead  to 
such  results.  He  advises  them  to  abe(tain  fix)m  demanding  a  rise  of 
wages  in  those  cases  where  J;he  concession,  if  granted,  would  place  Eng- 
•lish  producers  at  a  disadvantage  as  compared  with  their  foreign  rivals, 
because  this  would  be  followed  by  the  loss  of  the  trade,  and  the  defeat  of 
the  very  purpose  for  which  the  demand  was  made.  He  then  says,  *^  There 
is  some  reason  to  apprehend  that  the  limits  within  which  unionist  ezac« 
tions  ought  in  prudence  to  be  restrained  have  already  been  in  some  cases 
overstepped.  The  importation  into  Hull  of  doors  and  window-frames 
fh)m  Stockholm ;  the  order  from  Russia  for  40,000  tons  of  iron  obtained 
in  1866  by  a  Belgian  firm  in  opposition  to  English  competition;  the 
contract  with  the  Dutch  Government  for  rails  wrested  in  the  same  year 
by  a  Liege  house  from  English  iron-masters ;  the  fact  of  Belgian  rails 
having  been  laid  down  on  the  East  Gloucestershire  railway,  and  of  there 
being  French  locomotives  running  on  the  Great  Eastern  line — these, 
after  every  abatement  of  their  significance  that  can  be  suggested,  are 
still  ugly  symptoms  which  our  unionist  workers  in  wood  and  iron  cannot 
wisely  <Un*egard.  I  have  seen  it  somewhere  stated  (by  Messrs.  Greed 
and  Williams,  if  I  recollect  rightly)  that  the  order  for  40,000  tons  of 
iron  alluded  to  above,  involved  wages  to  the  amount  of  £150,000.*  If 

*  Thornton  on  Labour,  Second  Sdition,  p.  293-1.  Mte. 
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Mr.  Thomton,  whose  words  are  here  quoted,  were  merely  contending 
that  trades'  unions  shoold  not  authorise  a  strike  where  it  would  have  the 
effect  of  preventing  the  employers  from  obtaining  a  lucrative  contract 
there  would  be  nothing  to  object  to  in  his  argument,  but  it  will  be 
observed  that  nothing  is  said  of  any  connection  between  the  particular 
instances  recorded  and  strikes  in  those  particular  trades.  He  argues 
that  because  certain  goods  are  imported  which  one  might  naturally 
expect  to  see  produced  in  England,  therefore  the  operation  of  trades' 
unions  has  been  misdirected,  and  has  inflicted  an  injury  both  on  the 
capitalist  and  on  the  working  classes  themselves.  This  conclusion, 
however,  is  not  justified  by  the  premises.  The  foot  that  HuU  imports 
doors  and  window-frames  from  Stockholm  dots  not  show  that  the 
labourers  of  Hull  are  not  able  to  earn  as  much  wages  as  when  they  did 
their  carpentering  for  themselves.  It  simply  shows  that  their  industry 
has  taken  a  new  direction,  and  that,  instead  of  makii^  their  own  doors 
and  window^frames,  they  make  other  things  to  be  exported  to  Sweden 
in  exchange  for  these  articles.  Sweden  is  better  fitted  than  England 
for  the  production  of  timber,  and  it  would  seem  to  be  a  more  natural 
state  of  things  that  timber  should  be  manu&ctured  in  the  country 
where  it  is  grown  than  that  it  should  be  transported  across  the  sea 
before  it  is  worked  up.  That  trade  should  have  taken  such  a  turn 
is  a  fact  which  may  be  accounted  for  without  asHnming  any  diminution 
in  the  capacity  of  the  artisans  of  Hull  for  doing  their  work  or  regulating 
the  scale  of  their  wages.  A  similar  migration  of  industry  has  been 
observed  in  the  ship-builduig  trade.  When  ships  could  be  built  of  wood 
they  could  be  built  in  the  Thames  as  well  as  anywhere  else,  but  now 
that  they  are  chiefly  built  of  iron  it  is  found  cheaper  to  construct  them 
in  the  neighbourhood  of  the  mines  from  which  iron  is  procured  ;  and 
the  Clyde  having  an  advantage  in  this  respect,  is  preferred  to  the 
Thames.  The  consequent  decline  of  shipbuilding  in  London  has  been 
ascribed  to  the  existence  of  trades'  unions  among  the  operatives 
engaged,  but  those  who  reason  thus,  forget  that  unions  exist  on  the 
Clyde  quite  as  much  as  on  the  Thames.  To  proceed  to  another  instance 
cited  by  Mr.  Thornton,  that  of  the  rails  supplied  by  a  Belgian  firm  to 
the  East  Gloucestershire  Bailway.  Here,  again,  the  very  fact  of  the 
Importation  indicates  that  there  must  have  been  a  corresponding  expor- 
tation, and  that  some  other  branch  of  industry  must  have  been  well 
employed.  But  Mr.  Brassey  supplies  us  with  facts  which  entirely  take 
away  the  importance  of  the  incident,  even  as  illustrating  the  position  of 
the  iron  trade.  In  his  chapter  of  the  "  Comparison  of  Progress  of 
Nations  "  he  says : — ''  It  was  also  said  that  Belgian  rails  were  being 
largely  imported  into  England,  and  it  is  true  that  some  600  tons 
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the  utmost.  Seeing  that  they  conld  not  hope  to  riral  England  in  the 
possession  of  mineral  wealth,  they  determined  to  do  their  best  to  improve 
the  skill  of  their  artisans,  and  with  this  view  they  established  the 
technical  schools  to  which,  the  success  which  they  have  obtained  is 
ascribed.  What  that  success  has  been,  Mr.  Thornton  teUs  us  in  the  follow- 
ing words : — "  Turning  to  recent  parliamentary  papers  on  the  subject,  we 
shall  find  Leeds  grieving  over  the  loss  of  a  shawl-trade  filched  from  her 
by  foreigners ;  Dewsbury  lamenting  that  in  the  lighter  and  more  fancy 
woollens  Yorkshire  is  being  superseded  by  the  Ck)ntinent;  Hawick 
complaining  that  Xerviers,  by  producing  a  superior  article  at  the  same 
price,  has  usurped  a  larger  portion  of  the  Scottish  wooUen-trade  ;  Bir- 
mingham handing  in  a  long  list  of  wares,  which  used  to  be  specialities  of 
hers,  and  which  are  now  partially  or  wholly  displaced  in  common 
markets  by  corresponding  articles  from  France,  Prussia  and  the  United 
States ;  Nottingham  confessing  that  she  is  obliged  to  send  large  quanti- 
ties of  hosiery  abroad  to  get  it  properly  dyed ;  Macclesfield  and  Coventry 
owning  that  it  is  no  longer  French,  but  tdso  Swiss,  silks  and  ribbons  they 
have  to  fear.  Worst  item  of  all  in  this  sadly  significant  catalogue, 
Belgium  boasting  that,  in  the  fifteen  years  ending  with  1867>  the 
increase  in  her  export  of  cotton  goods  was  almost  exactly  twice  that 
of  England,  or  as  292  to  148  per  cent."  (p.  829),  Thus  Mr.  Thornton 
accufnulates  a  number  of  instances  in  which  English  manu&cturers  have 
been,  or  have  thought  themselves,  surpassed  by  foreigners,  and  thinks  that 
he  may  generalise  the  result  by  saying  that  England  is  everywhere,  or 
generally,  beaten.  He  does  not  stop  to  consider  whether  the  trade  of 
England  is  on  the  increase,  but  having  satisfied  himself  that  foreigners  are 
surpassing  us,  he  infers  that  our  trade  must  be  declining.  He  expressly 
says :  ^^  In  England,  national  wealth  is  httle  else  than  another  name  for 
commercial  prosperity,  one  indispensable  element  of  which  is  efficiency 
of  labour,  which  again  has  now  become  a  relative  term,  apphcable  or  not, 
according  as  the  industrial  sections  of  a  population  excel  or  fall  short  of 
those  of  other  countries  in  mental  culture."  (p.  830).  But  there  cannot 
be  a  greater  fallacy  than  is  implied  in  the  beUef  that  a  nation  cannot 
increase  in  wealth  unless  it  is  superior  to  other  countries.  How,  indeed, 
could  the  trade  of  the  superior  countries  increase  if  there  were  no  cor- 
responding increase  in  the  trade  of  the  inferior  countries  with  which  it 
de^  ?  As  well  might  it  be  argued  that  unskilled  labourers  could  not 
carry  on  any  trade  because  they  cannot  rival  the  skill  of  superior 
artizans.  Mr.  Brassey  commences  the  chapter  already  quoted  by  appeal- 
ing to  a  much  better  criterion  to  ascertain  whether  England  is,'orisnot, 
making  progress.  He  points  out  that  each  census  shows  a  material 
increase  in  the  population,  and  that  the  statistics  of  exports  and  imports 
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show  an  enormouB  increase  during  the  last  twenty  years.  He  refers  to 
the  great  development  of  the  trade  between  Enrope  and  the  East,  and 
points  oat  that  nearly  the  whole  of  the  increase  has  been  obtained  by 
England.  The  increase  of  population  affords  indisputable  evidence  of  the 
increase  in  the  resources  of  the  country,  and  it  is  difficult  to  see  how 
Prance,  whose  population  is  diminishing,  is  to  encroach  to  any  serious 
extent  on  the  domain  of  English  commerce.  That  English  manu&c- 
tnrers  onght  to  make  every  effort  to  withstand  the  foreign  competition 
to  which  they  are  exposed,  is  a  proposition  which  no  one  will  dispute, 
but  it  may  be  doubted  whether  technical  education  will  afford  any 
material  assistance.  In  Denmark,  where  technical  schools  have  been 
opened,  the  results  are  far  from  satisfactory.  The  mere  fact  that  young 
men  are  kept  in  a  school  where  they  can  always  apply  to  a  teacher  to 
help  them  over  any  difficulty  prevents  them  from  learning  to  find  out 
things  for  themselves,  a  lesson  which  is  more  important  to  success  in 
life  than  any  which  can  be  learnt  at  school.  Mr.  Thornton  says  himself 
that  there  is  no  school  like  the  workshop,  where  both  the  teacher  and 
the  pupil  have  the  strongest  interest  in  doing  their  work  well.  That 
some  deeper  acquaintance  with  mechanical,  chemical,  and  other  scientific 
principles  would  be  beneficial  to  artisans  a  sa  matter  of  culture  there  is 
no  ne^  to  dispute,  but  those  who  advocate  such  an  improvement  in  their 
education  will  not  materially  strengthen  their  case  by  appealing  to  its 
industrial  advantages. 
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CHAPTEE  I,~GOVEBKMENT. 

FUNCrrioirs  op  QovERNMEirr — editcation— ohjleitt— ookvetakce  op 

LBTTEBS — ^TELEGRAPHS — RAILWAYS — ^NECESSITY  OF  TAXATION. 

Whek  Adam  Smith  devoted  his  fonrth  book  to  the  examination  of 
certain  systemB  of  Political  Economy  he  attached  to  the  words  a  very 
different  meaning  to  that  which  they  now  bear.  In  the  introdnction  to 
that  book  he  expressly  states  that  the  objects  of  Political  Economy  are  : 
*'  First,  to  provide  a  plentiftd  revenue  or  subsistence  for  the  people,  or 
more  properly  to  enable  them  to  provide  such  a  revenue  or  subsistence 
for  themselves ;  and,  secondly,  to  supply  the  State  or  Commonwealth 
with  a  revenue  sufficient  for  the  public  services.  It  proposes  to  enrich 
both  the  people  and  the  sovereign."  He  did  not  consider  that  the 
*' Wealth  of  Nations"  was  a  treatise  on  Political  Economy,  though  he 
thought  it  necessary  to  devote  a  part  of  the  work  to  the  subject.  To 
him  and  his  contemporaries  the  words  suggested  ideas  which  accorded 
much  better  with  their  etymology,  and  were  used  to  denote  the  art  of 
managing  a  government  with  the  same  care  and  success  with  which 
a  prudent  man  manages  his  household.  But  since  his  time  the  meaning 
of  the  words  has  materially  altered,  and  most  of  those  who  now  write 
books  on  Political  Economy,  embrace  the  whole  field  which  was  covered 
by  Adam  Smith.  A  recent  Swiss  writer,  M.  Wakas,*  finds  fiiult  with 
Adam  Smith's  definition,  and  expresses  surprise  at  its  being  deferred 
until  the  commencement  of  the  fourth  book.  The  definition  is,  as  he 
says,  inadequate  to  express  the  science  which  explains  the  laws  governing 
the  production,  distribution,  and  exchange  of  wealth ;  but  as  Adam  Smith 
did  not  attempt  to  do  this,  there  is  no  reason  to  be  surprised  at  his  not 
having  succeeded.  The  field  of  inquiry  which  was  opened  up  by  Adam 
Smith  has  been  found  to  be  productive  of  much  knowledge  which  is 
useful  to  statesmen,  but  even  if  there  were  no  statesmen  to  instruct, 
1  here  would  still  be  sufficient  reason  for  studying  Political  Economy,  as 

*  Xltaients  D'Eoonomie  Politique  Pure  Lausanne,  1S74,  ohap,  1. 
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thoee  words  are  now  imderstood.  M.  Walras  and  many  other  EoonomiBta 
have  taken  great  pains  to  show  that  the  object  of  their  studies  is  not  the 
art  of  governing  well  or  prudently,  but  the  science  which  explains  the 
condTict  of  men  engaged  in  the  pursuit  of  wealth.    Mr.  Heam  has  been 
bold  enough  to  eschew  the  phrase  altogether,  and  to  give  the  title  of 
Platology  to  his  treatise  on  the  science.    But  the  result  of  his  experi- 
ment has  not  been  such  as  to  encourage  imitation,  the  strangeness  of  the 
title   having  prevented  many  who  might  otherwise  have  consulted  the 
book  from  gaessing  the  nature  of  its  contents.    I  have,  therefore, 
thought  it  most  convenient  to  retain  a  phrase  which  is  hallowed  by  long 
usage,  although  it  certainly  gives  rise  to  some  misunderstanding.    All 
the  propositions  which  have  been  proved  by  Economists  to  hold  good  in 
respect  of  the  causes  which  determine  the  rate  of  wages,  the  rate  of 
profit,  and  the  growth  of  rent,  would  be  equally  true  if  it  were  not 
cnstomaiy  for  governments  to  raise  any  revenue  whatever ;  but  as  the 
manner  in  which  the  revenue  is  raised  may  have  a  considerable  efifect  on 
the  production  and  distribution  of  wealth.  Political  Economists  from 
Adam  Smith  downwards  have  always  thought  it  necessary  to  devote 
some  attention  to  the  subject  of  taxation.    Political  Economy  cannot 
indeed  give  a  complete  answer  to  the  question  whether  a  given  tax 
ought  or  ought  not  to  be  imposed,  for  there  are  many  other  things 
besides  Economic  arguments  to  be  taken  into  consideration  before  a 
particular  tax  can  be  approved  or  condenmed.    In  order,  however,  that 
statesmen  may  form  a  proper  judgment  on  the  question,  they  diould 
have  the  means  of  estimating  the  Economic  effects  of  different  modes  of 
taxation,  and  a  study  of  this  science  will  help  them  in  doing  this.    They 
will  still  have  to  consider  in  each  case  whether  the  object  which  the  tax 
is  imposed  to  obtain  is  worth  the  sacrifice  which  it  entails,  and  it  is  for 
them,  not  for  Economists,  to  say  whether  the  merits  of  a  particular  tax 
outweigh  defects.     The  only  taxes  which  Political  Economy  can  be 
said  absolutely  to  condemn  are  those  which  are  purely  protective,  but 
it  condemns  them  on  the  ground  on  which  every  statesman  ought 
to  reject  them,  viz. :  that  they  do  not  yield  any  revenue  at  all,  and 
therefore  do  not  obtain  the  object  for  which  they  are  ostensibly  imposed. 
It  shows  that  they  do  not  obtain  the  object  of  increasing  the  production 
of  wealth,  and  this  being  the  only  other  purpose  for  which  they  are 
maintained,  they  are  ipsofaeio  condemned  when  it  is  shown  that  they 
are  not  capable  of  fulfilling  their  professed  purpose.    But  with  regard 
to  all  taxes  which  do  yield  a  revenue,  the  business  of  the  Economist 
is  only  to  point  out  what  wiQ  be  the  effects  of  levying  them  in  a 
particular  way,  upon  what  classes  they  will  fUl,  and  what  are  the 
advantages  and  disadvantages  of  different  systems  of  taxations,  while  it 
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is  for  statesmen  to  compare  these,  and  to  choose  tibe  system  which  is  on 
the  whole  best  for  the  country  which  they  have  to  govern. 

The  subject  can  hardly  be  discussed  without  considering  what  are 
the  functions  which  a  government  ought  to  perform,  and  this  is  a 
question  on  which  the  greatest  diversity  of  opinion  prevails,  and  is  likely 
to  prevail  for  a  very  long  period  Disputes  about  the  superiority  of 
particular  forms  of  government  have  but  little  interest  for  the  Econonust, 
as  the  progress  of  wealth  is  not  affected  by  the  substitution  of  democratic 
for  despotic,  or  despotic  for  democratic,  forms  of  government.  It  has^ 
indeed,  been  supposed  that  if  the  people  have  the  control  of  the  gOTem- 
ment  in  their  own  hands  they  will  prevent  it  from  imposing  heavy 
taxes,  and  from  incurring  expenditure  beyond  the  resources  of  the 
country,  but  experience  has  shown  that  republican  governments  arer  not 
less  prone  to  extravagance  than  monarchical  ones.  In  the  whole  of 
South  America  there  is  but  one  monarchy,  and  this  enjoys  better  <aredit 
than  any  of  the  numerous  republics  in  the  same  Continent.  In  Enrope, 
on  the  other  hand,  there  is  but  one  State  which  has  permanently  adopted 
a  republican  form  of  government,  and  this  is  the  only  State  which  has 
no  National  Debt.  Whatever  be  the  form  of  government,  its  financial 
policy  is  determined  by  the  character  of  the  people,  and  if  they  would 
rather  have  many  public  offices  and  heavy  taxes  than  light  taxes  and 
few  salaries,  their  wishes  are  sure  to  be  indulged  whether  the  offices  are 
created  by  a  royal  decree  or  by  the  vote  of  a  popular  assembly.  What- 
ever be  the  form  of  government,  a  nation  is  equally  disgraced  by  open  or 
tacit  repudiation,  and  no  government  would  resort  to  such  a  praotioe 
nnlesB  supported  by  the  approval  of  its  subjects.  Whatever  difference 
of  opinion  may  exist  respecting  the  functions  which  a  government  ought 
to  perform,  there  is  one  as  to  which  there  is  no  dispute.  It  is  universally 
agreed  that  it  ought  to  protect  its  subjects  from  violence,  whether  on 
the  part  of  their  fellow  citizens  or  of  foreigners,  and  that,  wherever  the 
institution  of  private  property  exists,  every  subject  ought  to  receive 
protection  for  his  property  as  well  as  for  his  person.  Whether  or  not  it 
ought  to  undertake  any  other  fimction,  it  may,  at  all  events,  be  considered 
as  a  joint-stock  protection  company  which  undertakes  to  afford  protec- 
tion to  all  who  choose  to  employ  it ;  and  taxation  may  be  regarded  as 
the  means  of  obtaining  payment  from  its  customers.  There  is,  however, 
an  important  difference  between  a  government  and  an  ordinary  trading 
company,  in  that  it  does  not  allow  its  customers  very  much  choice  as  to 
whether  they  will  deal  with  it  or  not.  Great  as  are  the  advantages  of 
division  of  labour,  they  are  not  obtained  without  a  corresponding  loss. 
When  a  small  number  of  men  undertake  to  perform  a  fimction  for  the 
rest  of  the  community,  they  learn  to  do  it  better  than  could  be  done  if 
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every  one  acted  for  himBelfy  but  as  the  great  majority  cease  to  perform 
it,  ihej  soon  lose  the  power  of  doing  so^  and  if  any  circumstance  paralyses 
the  action  of  the  particalar  class  which  has  undertaken  to  do  it,  the 
people  are  worse  off  than  if  no  such  separation  of  employments  had  ever 
taken  place.  In  the  case  of  a  goyemment,  the  injury  thus  occasioned  is 
ooospicnous.  A  few  thousand  soldiers  and  policemen  are  able  to  protect 
millions  of  unarmed  citizens,  but  there  still  remains  the  query;  guie 
omiodUt  iyustodies,  and  the  very  fact  that  the  majority  have  entrusted 
the  govemment  with  the  task  of  protecting  them  renders  them  unable 
to  protect  themselves  against  the  govemment.  As  the  individuals  who 
cany  on  the  government  are  little,  if  at  all,  better  on  the  average  than 
those  whom  they  govern,  the  same  motives  which  would  induce  men  to 
oppress  one  another  in  a  state  of  anarchy  induce  govemment  officials  to 
oppress  those  whom  it  is  their  duty  to  protect.  The  establishment  of  a 
govemment  does  not  alter  the  character  of  a  people,  and  the  character 
being  the  same,  there  must  be  the  same  amount  of  oppression  though 
in  a  different  form.  It  does  not  follow  that  nothing  is  gained  by  the 
substitution  of  one  kind  of  oppression  for  another,  for  the  oppression 
which  comes  from  the  government  differs  from  that  of  private  individuals 
in  this  respect,  that  it  is  more  regular,  and  can  be  more  easily  foreseen 
and  provided  against.  The  establishment  of  a  govemment  does  not 
diminish  the  total  amount  of  suffering,  but  it  distributes  the  suffering 
over  a  larger  surface,  where  it  is  less  keenly  felt.  Taxation  is  the 
method  by  which  the  losses  caused  by  the  misconduct  of  the  few  are 
distributed  over  the  whole  body  of  the  people  instead  of  being  home 
entirely  by  those  who  have  been  victimised.  However  bad  a  system  of 
taxation  may  be,  men  will  rather  submit  to  a  regular  tax  whose  amount 
they  know  beforehand  than  to  an  uncertain  exaction  dependent  on  the 
caprice  of  a  powerful  robber.  In  Sicily,  at  the  present  time,  it  is  a 
common  practice  for  people  to  pay  a  stipulated  sum  to  a  brigand-chief 
for  a  safe  conduct  which  will  secure  them  from  molestation  by  brigands, 
audit  is  possible  that  some  governments  may  owe  their  origin  to  nothing 
more  honourable  than  sucoessfcd  brigandage.  When  the  question  is 
discussed  what  benefits  a  govemment  confers  upon  its  subjects,  we 
ought  to  know  what  amount  of  property  would  be  taken  from  them  if 
they  were  in  a  state  of  anarchy,  and  compare  this  with  the  actual 
amount  which  is  taken  from  them  by  the  govemment.  It  is,  of  course, 
impoosible  to  do  this  acc&rately,  but  it  is  well  knovm  that  the  number  of 
crimes  increases  when  a  govemment  is  paralysed  by  a  revolution  or  a  dvil 
war,  and  that  the  return  of  a  stable  govemment  is  always  welcomed  as  a 
benefit  to  industry.  As  it  is  universally  admitted  that  governments 
oaght  to  afford  protection  to  the  persons  and  property  of  their  subjects^ 
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it  only  remains  to  be  considered  whether  it  ought  to  undertake  any 
other  offioes.  Looking  at  the  question  as  an  economic  one,  it  is  evident 
that  there  is  a  great  advantage  in  oonfimng  every  company  to  a  single 
function,  and  that  as  a  government  is  a  protection  company  there  ia  a 
^pfiffM  facie  case  against  its  undertaking  any  other  office  than  that  of  a 
protector.  Every  additional  office  which  it  assumes  must,  $ro  iamio^ 
diminish  its  power  of  effectually  performing  what  it  baa  already  midor- 
taken.  If  a  railway  company  were  to  undertake  the  busincfis  of 
banking  and  insurance,  it  could  not  be  expected  either  to  manage  tiie 
railway  as  well  as  it  had  done  before  or  to  be  able  to  compete  in  its 
new  enterprises  with  companies  specially  formed  to  carry  on  banking 
and  insurance.  Whatever  be  the  form  of  goyemment,  the  con- 
trol of  the  central  authority  must  become  weaker  in  proportion  to 
the  increase  in  the  number  of  functions  which  it  performs.,  and  as 
the  control  becomes  weaker  so  must  each  fanction  be  performed 
in  a  more  negligent  manner.  Nor  is  this  the  oQly  objection  to 
the  policy  of  entrusting  a  government  with  ftinctions  which  con  be 
performed  by  private  associations.  It  is  almost  proverbial  that  govern- 
ment business  is  worse  done,  and  done  at  a  greater  cost,  than  private 
business ;  and  it  is  easy  to  discover  a  reason  why  this  should  be  so. 
Whenever  the  consumers  of  a  particular  article  are  free  to  procure  it 
wherever  they  find  it  best  and  cheapest,  there  is  a  constant  struggle 
among  producers  to  obtain  custom  by  supplying  the  public  on  better 
terms  than  their  rivals ;  and  those  who  succeed  best  in  doing  this  are 
enabled  to  continue  in  business  while  those  who  are  less  active,  or 
less  disposed  to  adopt  improvements,  are  deprived  of  support  and  at  last 
obliged  to  cease  producing  altogther.  Private  competition  cannot 
attain  perfection,  for  human  nature  is  not  perfect ;  but,  however  slow  the 
process  may  be,  those  individuals  who  do  the  work  best  must  succeed, 
and  those  who  cannot  satisfy  their  customers  must  at  length  cease  work- 
ing altogether.  When  a  business  is  carried  on  by  a  government,  this 
wholesome  check  on  negUgence  is  altogetiier  remov^.  A  government  can 
compel  its  subjects  to  deal  with  it  by  leaving  them  no  other  alternative 
than  to  buy  from  it  or  to  go  without  the  article  which  they  want ;  and 
though  it  is  true  that  the  actions  of  a  €k>vemment  are  ultimately  con- 
trolled by  its  subjects,  the  pressure  which  they  can  exert  is  very  slight 
in  comparison  with  that  to  which  private  traders  are  continually 
exposed.  When  the  business  of  carrying  goods  from  place  to  place  is 
left  open  to  private  competition,  several  houses  at  once  enter  into  it,  and 
those  who  wish  to  employ  them  have  the  certainty  that  the  rates  which 
will  be  charged  can  never  be  much  above  the  lowest  which  will  suffice  to 
yield  the  usual  rate  of  profit  to  the  capitalists  engaged.    But  when,  as 
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is  the  case  in  moet  ootmtriesy  the  basinees  of  carryiiig  letters  is  monopo- 
lised by  the  government^  those  who  wish  to  send  letters  have  in  most 
cases  no  altematiye  except  paying  the  government  price  or  submitting 
to  the  much  greater  inconvenience  of  not  sending  their  letters  at  all. 
If  complaints  are  made  that  the  rate  of  postage  is  too  high,  the  govern- 
ment ofScials  are  always  ready  with  the  answer  that  the  state  of  the 
revenue  does  not  admit  of  a  redaction,  and  it  is  very  difficult  to  induce 
them  to  make  the  experiment  of  reducing  the  rate  for  a  time  in  order 
to  see  whether  the  increase  of  business  would  not  be  great  enough  to 
compensate  for  the  loss.  Private  companies  have  very  little  difficulty 
in  altering  their  rates  for  the  conveyance  of  persons  or  telegrams  and 
in  returning  to  the  old  rates  if  the  change  is  not  found  to  answer,  but 
government  officials  dread  nothing  so  much  as  a  serious  alteration  in 
their  rules.  The  fact  that  there  is  no  one  in  a  government  office  to 
whom  the  success  of  the  business  is  of  so  much  consequence  as  that  of  a 
private  company  is  to  its  directors  and  shareholders,  renders  it  necessary 
to  adopt  numerous  and  complicated  rules  to  insure  that  all  who  are 
employed  do  their  duty ;  and,  however  well  these  rules  may  be  devised, 
they  must  impose  some  inconvenience  on  the  customers,  while  they  can 
never  secure  the  same  efficiency  as  is  found  in  a  well-managed  company. 
One  of  the  numerous  disadvantages  which  is  inseparable  from  undertakings 
carried  on  by  government  is  the  great  temptation  which  is  always  held  out 
to  the  abuse  of  patronage.  The  word  nepotism  has  come  into  existence 
in  order  to  express  the  system  of  appointing  the  relatives  of  the 
sovereign  or  of  high  officials  to  all  places  which  are  worth  having 
without  regard  to  their  fitness  to  perform  the  duties.  Private  firms  are 
no  doubt  exposed  to  the  same  danger,  but  they  are  better  able  to  protect 
themselves  against  it.  However  partial  a  father  may  be,  he  has 
better  means  of  knowing  his  son's  character  than  a  minister  has  of 
knowing  that  of  his  iriend's  sons  or  nephews,  and  he  has  at  the 
same  time  the  strongest  motive  to  refrain  from  admitting  his  son 
into  his  own  business  unless  satisfied  of  his  competence  to  carry  it  on  with 
prudence  and  success.  In  spite  of  all  these  advantages,  private  traders 
do  make  serious  mistakes,  but  the  consequences  are  not  spread  over  the 
whole  trade  of  the  country,  but  are  confined  t«  the  extinction  of  those 
houses  which  have  been  badly  managed.  In  a  government  office,  the 
effect  is  permanent,  for  it  very  rarely  happens  that  jobbery  is  carried 
to  such  a  scandalous  extent  as  to  lead  to  the  suppression  of  the  office, 
and  the  public  are  continually  made  to  bear  the  consequences  of  ineffi- 
cient management.  The  system  of  open  competition,  which  has  of  late 
years  been  introduced  in  this  and  other  countries  has,  no  doubt,  done 
much  to  prevent  &vouritism  in  the  case  of  first  appointments,  but  no 
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system  of  examination  can  be  devised  which  will  select  candidateB  so  weU 
as  is  done  by  private  individuals  where  their  own  business  is  concerned^ 
and  the  most  important  thing  to  be  done  is  not  to  select  the  best  candi- 
dates in  the  first  instance^  but  to  secure  that  they  shall  do  their  work 
thoroughly  when  appointed.  It  is  next  to  impossible  to  devise  roles 
with  regard  to  promotion  which  shall  neither^  on  the  one  hand,  leave  any 
room  for  favouritism,  nor,  on  the  other,  unduly  fetter  the  discretion 
of  the  head  of  the  ofSce,  and  encourage  mediocrity  at  the  expense  of 
ability.  Bules  for  securing  diligence  are  of  little  use  unless  it  is 
somebody's  interest  to  enforce  them,  and  this  is  a  point  in  which  a 
government  office  must  always  be  inferior  to  a  private  concern.  The 
complaints  which  are  made  when  a  government  office  foils  to  do  its 
work  serve  rather  to  irritate  the  officials  than  to  produce  any  usefnl 
reform.  Finding  that  these  complaints  are  often  ill  founded,  and  that 
even  when  well  founded  they  are  often  exaggerated,  officials  naturally 
come  to  regard  complainants  as  a  nuisance,  and  are  generally  able 
to  concoct  some  elaborate  excuse  for  doing  nothing.  It  is  quite  true 
that  a  similar  unwillingness  to  adopt  new  suggestions  is  exhibited  by  the 
officials  of  private  companies  and  by  many  private  traders,  but,  as  has 
been  said  before,  the  ordeal  of  bankruptcy  is  always  in  store  for  those 
who  are  the  least  inclined  to  improve.  A  government  office  may  be 
worked  for  years  at  a  loss,  as  is  actually  the  case  with  the  post-office  in 
the  United  States,  and  is,  or  was,  the  case  with  the  money-order  depart- 
ment of  our  own  post-office.  Even  when  a  government  has  been 
so  hopelessly  extravagant  that  it  is  obliged  to  confess  its  inability  to  pay 
its  debts,'  the  catastrophe  does  not  lead,  as  in  the  case  of  a  private 
company,  to  its  being  wound-up  and  prevented  from  incurring  fiirther 
debts,  but,  having  made  its  confession,  it  continues  its  business  as  usual, 
while  its  creditors  have  only  to  submit  to  their  losses.  Thus,  the  most 
efficient  of  all  checks  is  removed,  and,  as  a  necessary  consequence,  govern- 
ment officials  are  noted  for  their  unwillingness  to  adopt  improvements^ 
for  their  slowness,  and  their  indifference  to  the  amount  of  trouble 
which  they  give  to  those  who  have  recourse  to  them.  It  is  very  seldom 
that,  when  fair  competition  is  allowed,  a  government  office  can  compete 
with  a  private  company,  and  the  struggle  generally  ends  in  the  forcible 
establishment  of  a  monopoly. 

It  is  said  that  though  as  a  general  rule  a  government  ought  not  to 
carry  on  any  branch  of  trade  or  industry,  there  are  certain  depart- 
ments in  which  it  may  do  so  with  advantage,  and  others  in  which  it 
is  bound  to  interfere.  In  spite  of  all  that  has  been  written  by 
Wilhelm  Humboldt  in  (Jermany,  by  De  Tocqueville  in  France,  and 
by  Mr.  Spencer  in  England,  in  favour  of  restricting  the  wMoa  of 
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goyemment  to  the  single  task  of  aflfording  protection^  there  still 
remains  a  strong  party  who  urge  with  great  vehemence  that  the  sphere 
of  gOYemment  action,  far  from  being  too  extended  at  present,  ought  to 
be  very  much  enlarged.  Stated  generally,  the  argument  of  this  party  is, 
that  if  it  is  the  duty  of  sla  individual  to  do  a  certain  thing  it  must  also 
be  the  duty  of  other  individuals  to  compel  him  to  do  it.  It  is  the  duty 
of  every  parent  to  educate  his  children,  and  it  is  therefore  contended 
that  it  is  the  duty  of  parents  collectively  to  see  that  aU  children  receive 
a  good  education.  Similarly,  it  is  the  duty  of  a  rich  man  to  relieve  the 
Bufferings  of  the  poor,  and  it  is  therefore  contended  that  it  is  the  duty 
of  the  whole  people  to  compel  all  who  can  afford  it  to  contribute  to  the 
relief  of  the  poor. 

This  argument,  however,  if  it  is  sound,  leads  to  consequences  which 
are,  perhaps,  hardly  realised  by  those  who  openly  or  tacitly  use  it.  If  it 
be  true  that  those  who  consider  a  certain  system  of  education  to  be  good 
are  bound  to  force  those  who  think  differently  to  adopt  it,  there  is  no 
reason  why  children  alone  should  be  kept  under  control  in  this  respect. 
If  the  majority  may  decide  on  compelling  every  child  to  learn  reading 
and  writing,  they  may,  with  equal  justice,  compel  adults  to  learn  foreign 
languages,  physical  science,  or  whatever  else  they  may  consider  it  desi- 
rable to  know.  The  cause  of  education  suffers  in  proportion  to  the 
extent  to  which  the  interference  of  the  government  is  carried.  If 
schools  are  supported  by  the  government,  they  are  more  or  less  relieved 
from  the  check  on  negligence  and  incompetence  which  is  imposed  on 
private  schools  by  the  necessity  of  keeping  up  the  number  of  the  pupils. 
If  the  government  prescribes  the  subjects  which  are  to  be  taught,  there 
is  a  constant  danger  that  the  curriculum  will  be  confined  to  those  studies 
which  have  been  long  in  vogue,  to  the  exclusion  of  new  ones  which 
changing  circumstances  render  necessary.  When  a  government  has 
decided  to  give  assistance  to  schools,  it  can  hardly  be  restrained  from 
inspecting  them  in  order  to  see  that  their  management  is  satisfactory. 
The  opening  which  is  thus  afforded  for  centralisation  is  sure  to  be 
enlarged  tiU  it  reaches  its  climax  in  the  state  of  things  described  in  the 
old  story  of  the  French  Minister  of  Public  Instruction  who  said  that  he 
was  able  to  name  the  very  lesson  which  a  million  boys  were  learning  at 
the  time  when  he  was  speaking.  If  the  system  of  education  were 
already  perfect,  there  would  be  no  harm  in  imposing  it  on  all  children, 
but  as  this  is  very  far  from  being  the  case,  it  is  necessary  that  experi- 
ments should  be  made  in  order  to  improve  it,  and  this  cannot  be  properly 
done  unless  those  who  introduce  an  innovation  are  allowed  to  compete 
fairly  with  those  who  adhere  to  the  established  routine.  Whether  the 
government  prohibits  the  establishment  of  private  schools,  or  grants 
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money  to  assist  those  which  are  managed  or  anpervised  by  its  own  offi- 
cers, it  gi^es  an  advantage  to  certain  teachers  which  is  not  enjoyed  by 
others,  and,  unless  its  decisions  are  regarded  as  inMIible,  it  follows  that* 
encouragement  must  be  sometimes  given  to  bad  schools,  while  goodoneB 
are  discouraged.    Whenever  this  happens,  an  injury  is  inflicted,  and  not 
only  on  all  the  teachers  who  are  deprived  of  pupils,  but  on  all  the 
parents  and  children  who  might  have  benefited  by  the  establishment  of 
good  schools,  and  a  heavy  responsibility  rests  on  those  who  maintain  a 
system  which  is  liable  to  gross  abuse.    When  a  public  and  private  school 
enter  into  competition,  the  former  is  generally  able  to  offer  instraciaon 
at  a  cheaper  rate,  because  the  taxpayers  can  be  compelled  to  make  up 
any  deficiency  which  may  be  caused  by  its  want  of  popularity.    An 
inducement  is  thus  held  out  to  parents  to  select  the  cheapest,  rather  than 
the  best  school  for  their  children,  and,  in  so  £eu:  as  it  is  due  to  the  action 
of  the  government,  the  system  undoes,  by  injuring  the  parent,  what  it 
does  by  improving  the  children.    The  argument  most  commonly  addnoed 
in  favour  of  State  interference  with  education  is,  that  parents  who  are 
not  themselves  educated  cannot  tell  the  value  of  education,  and  that 
unless  some  outside  authority  interferes,  the  children  will  never  rise  into 
a  better  position  than  their  parents.    But  the  assumption  contained  in 
this  argument  is  one  which  is  plainly  opposed  to  facts,  for  if  it  were 
impossible    that   uneducated   parents   should  educate  their  children, 
education  could  never  have  become  so  generally  difPused  as  it  is  now  in 
civilized  countries.    There  was  a  time  when  it  was  considered  that 
reading  and  writing  were  not  necessary  parts  of  the  education  of  an 
English  gentleman,  but  no  member  of  this  class  would  now  think  of 
allowing  his  children  to  grow  up  without  these  accomplishments,  although 
the  government  has  never  thought  it  necessary  to  interfere  in  Uie 
matter.    What  the  richer  classes  have  done  for  themselves  the  poorer 
classes  would  do  if  time  enough  were  allowed  for  the  process.    It  is  said 
that  this  cannot  be  expected  because  it  has  not  yet  come  to  pass^  but 
this  merely  shows  that  the  labouring  classes  do  not  yet  feel  the  necessity 
of  obtaining  such  an  education  for  their  children.    They  are,  at  least, 
quite  as  likely  to  be  right  as  the  members  of  other  classes  who  wish  to 
legislate  for  them,  as  they  have  both  better  means  of  comparing  the 
condition  of  educated  and  uneducated  children,  and  they  have  the 
motive  of  parental  affection  impelling  them  to  make  the  best  decision  in 
their  power.     It  seems  to  be  taken  for  granted  in  these  discussions  that 
what  children  learn  they  will  remember,  and  that,  if  once  taught  to  read, 
they  will  make  as  much  use  of  their  knowledge  as  the  higher  classes  do. 
Yet  experience  is  continually  proving  that  a  very  short  time  after  leaving 
sohool  is  enough  to  aJlow  children  to  forget  what  they  have  learnt,  and 
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that  reading  and  writing  form  no  exceptions  to  6i§A  general  la\i^^that  a 
man  loses  in  time  the  power  of  doing  what  he  haa  c6afe^,,to  practtcQ^^- 
Even  if  this  were  not  so,  and  if  every  labour^  r^m^bered'ttiEfi^ugl;!  life  ^ 
what  he  had  learnt  at  Bchool,  there  would \tiU  remaiA/t)ie  qneiti^ 
whether  what  he  had  learnt  was  of  more  importance  tfcin  why/^tad  ^n  ^Z' 
sacrificed  in  order  to  learn  it.  Something  mnst  be  sacrificed  M  /ha  ^ 
time  and  money  which  are  spent  in  securing  school  eduisation  whicn-  /' 
would  have  been  spent  in  some  other  way  if  the  schools  did  not  exist;' 
and  children  are  continually  learning  something,  whether  they  are  in 
school  or  not,  while  the  money,  if  expended  on  the  physical  comfort  of  the 
children,  wonld  confer  on  them  a  benefit  of  another  kind.  In  German 
schools,  for  instance,  the  desks  are  frequently  so  badly  arranged  that  the 
childrens'  eyes  are  injured  in  the  very  act  of  learning  their  lessons,  and 
yet  the  statistics  of  school  attendance  are  triumphantly  quotedas  showing 
the  benefit  conferred  on  the  people  by  the  government  which  is  depriv- 
ing them  of  the  most  valuable  means  of  acquiring  knowledge,  good  sight. 
A  curious  commentary  on  the  system  of  entrusting*~the  education  of  the 
poor  to  the  State  is  furnished  by  the  experience  of  Miss  Eye,  who  is  so 
well  known  for  her  attempt  to  improve  the  condition  of  pauper  children. 
This  lady  has,  during  the  last  few  years,  had  several  hundred  children 
under  her  care,  and  she  tells  us  that  the  result  of  her  experience  is,  that 
the  children  who  have  been  found  utterly  neglected  in  the  streets  are 
more  docile,  more  aflFectionate,  and  in  every  way  morally  superior  to 
those  who  have  been  brought  up  in  workhouses,  who  only  excel  in  the 
mere  knowledge  of  reading  and  writing.  In  England,  those  who 
advocate  compulsory  education  generally  seek  to  impose  it  on  the  poor, 
while  they  consider  that  the  rich  may  be  trusted  to  send  their  children 
to  school  of  their  own  accord ;  but  on  the  Continent,  where  compulsion 
has  been  longer  and  more  generally  tried,  it  is  equally  applied  to  rich 
and  poor.  This  is  logical  enough,  but  when  a  government  presumes  to 
int^ere  in  such  a  matter  it  is  doing  what  cannot  possibly  be  productive 
of  much  good,  and  must,  in  individual  case6,  inflict  great  hardship. 
When  government  officials  have  to  decide  on  the  fitness  of  teachers  they 
must  adopt  some  simple  test,  such  as  having  received  an  University 
degree,  or  passed  some  examination,  and  however  carefully  these  tests 
may  have  been  devised,  they  cannot  fail  to  exclude  many  persons  who 
are  quite  fit  for  the  posts  which  they  wish  to  occupy.  It  does  not  follow 
that  a  person  who  has  a  thorough  knowledge  of  a  subject  is  therefore 
able  to  teach  it,  nor,  on  the  other  hand,  that  one  who  knows  very  little 
may  not  have  the  character  and  manners  which  are  sufficient  to  counter- 
balance  this  defect,  and  may  not  make  the  best  teacher.  Ko  doubt  a 
bad  teacher  may  get  employed  in  a  private  school,  but  when  a  govern- 
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ment  meddles  in  the  matter  it  is  apt  to  enforce  a  rigid  role  withon 
regard  to  oonfiequences,  and  the  mistakes  which  it  commits  are  more 
dangerons  in  proportion  to  the  extent  of  its  power.    When  we  are  told  how 
many  schools  have  been  opened  and  how  many  scholars  have  been  forced 
to  attend,  we  onght  to  be  told^  also,  how  many  schools  have  been  closed  and 
how  many  scholars  prevented  from  attending  in  consequence  of  the  inabilitj 
of  an  experienced  teacher  to  pass  an  examination  prescribed  by  officials 
who  know  little  or  nothing  of  the  wants  of  the  localities  to  wUch  their 
rule  is  applied.     Whereyer  the  State  interferes  with  education,  it  is 
always  confronted  by  what   is   commonly  known  as  **the  religious 
difficulty."     Many  persons  who  are  practically  engaged  in  teaching  tell 
ns  that  this  is  merely  ^'  a  platform  difficulty,"  and  that  it  is  easy  enough 
to  educate  children  together  though  their  parents  belong  to  different 
sects.    But;  the  question  is  not  whether  parents  can  be  induced  to  send 
their  children  to  a  school  in  which  doctrines  of  which  they  do  not 
approve  are  taught,  but  whether  a  system  can  be  devised  which  will  not 
give  an  advantage  to  one  sect  and  place  others  at  a  corresponding  dis- 
advantage.   Wherever  a  State  church  exists,  the  dominant  sect  is  sure 
to  obtain  some  advantage  from  the  mode  in  which  the  system  of  State 
education  is  administered ;  and,  unless  the  country  is  in  that  extremely 
rare  situation  in  which  there  is  no  dissent,  the  privileges  which  are 
acoorded  to  one  sect  are  felt  as  a  grievance  by  others,  and  the  govern- 
ment  becomes  more  or  less  unpopular  from  the  impossibility  of  pleasing 
everybody.    We  know  how  recently  our  own  Universities  have  been  so 
far  reformed   that  a  considerable  share  of  their  endowments  maybe 
oompcted  for  by  persons  who  do  not  belong  to  the  Established  Church ; 
and,  even  now,  a  considerable  number  of  fellowships,  and,  what  is  of  more 
importance,  headships  are  reserved  for  clergymen.    France  boasts  that 
she  has  attained  religious  toleration,  yet  Auguste  Gomte  was  deprived  of 
a  place  in  a  government  school  for  publishing  his  great  work  on  ^*  Posi- 
tive Philosophy."    He  was  engaged  in  teaching  the  innocent  subject  of 
mathematics,  and  it  was  never  even  pretended  that  he  was  an  incom- 
petent teacher  or  that  he  made  use  of  his  position  to  instil  his  doctrines 
into  the  minds  of  his  pupils.    Tet,  because  his  work  was  opposed  to  the 
prejudices  of  a  numerous  sect,  this  remarkable  philosopher,  the  greatest 
whom  France  has  produced  during  the  present  century,  was  deprived  of 
the  means  of  earning  his  bread,  and  was  reduced  to  a  dependence  on  the 
charity  of  friends  and  admirers.    The  more  recent  case  of  M.  Renan, 
though  there  was  perhaps  more  excuse  for  interference,  as  the  complaint 
was  directed  against  the  lectures  which  he  actually  delivered  from  his 
professorial  chair,  yet  serves  to  illustrate  the  injustice  which  the  system 
of  State  Education  necessarily  involves.    The  minister  who  removed 
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M.  Benau  was  no  bigot^  for  he  offered  the  displaced  professor  another 
official  appointment,  and  nominated  a  Jew  to  succeed  him ;  but  the  fact 
remains  that  this  eminent  scholar  was  deprived  of  his  professorship 
because  his  public  teaching  was  in  opposition  to  that  of  a  body  with 
which  the  French  Government  wished  to  remain  on  good  terms. 
If  there  were  several  universities  in  France,  all  independent  of  the 
State,  each  of  them  might  afford  instances  of  intolerance,  but  the 
injustice  would  be  less  glaring  if  every  important  sect,  school,  and 
party  were  able  to  establish  its  own  university,  where  those  who 
sympathise  with  its  objects  could  be  sure  of  finding  a  refuge. 
It  is,  perhaps,  impossible  for  a  government  to  keep  altogether 
clear  of  education,  for  it  has  long  been  a  common  practice  for  people  to 
leave  property  for  the  purpose  of  encouraging  education,  and  the  State, 
as  the  guardian  of  property,  is  obliged  either  to  take  care  that  these 
endowments  are  properly  applied,  or  to  take  the  extreme  course  of 
suppressing  them  altogether.  Indirectly,  too,  the  state  may  exert  some 
influence  on  the  progress  of  education  by  the  methods  which  it  may 
adopt  in  order  to  secure  the  efficiency  of  its  own  servants.  It  is 
absolutely  necessary  that  many  employes  of  the  Government  should  be 
able  to  read  and  write,  and  by  simply  making  it  known  that  no 
candidates  for  official  situations  will  be  accepted  imless  they  possess  this 
elementary  knowledge,  a  government  may  do  much  to  encourage  the 
practice  of  teaching  reading  and  writing  to  children.  It  is  said  that  a 
recruit  who  can  read  and  write  can  learn  his  drill  in  half  the  time 
which  an  illiterate  recruit  requires,  and  in  a  country  where  military 
service  is  compulsory  an  inducement  is  held  out  to  all  who  wish  to 
shorten  their  time  of  service  to  prepare  themselves  by  literary  culture. 
La  countries  where  military  service  is  almost  universal  as  well  as 
compulsory,  the  government  is  not  exceeding  its  functions  when  it 
provides  that  all,  or  nearly  all,  its  male  subjects  shall  learn  to  read  and 
write,  for  nearly  aU  of  them  are  its  servants,  and  it  has  the  same  right 
as  any  other  employer  to  require  that  those  whom  it  employs  shall 
in  some  way  or  other  make  themselves  fit  to  do  their  work.  But  when 
it  attempts  to  pass  beyond  these  limits,  and  to  dictate  the  kind 
of  education  which  shall  be  given  to  children  who  are  not  likely  to 
enter  into  its  service,  it  encumbers  itself  with  a  duty  which  it  cannot 
adequately  discharge  without  at  the  same  time  failing  in  respect  of  its 
other  and  more  important  duties.  Every  new  office  which  is  established 
increases  the  difficulty  of  effectively  controlling  the  action  of  the 
government,  and  every  new  object  of  expenditure  makes  it  necessary  to 
resort  to  some  new  tax,  which,  however  weD  selected,  must  interfere  with 
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the  industry  of  the  nation.  By  attempting  to  direct  the  education 
of  the  people,  the  government  does  not,  as  seems  to  be  often  assumed, 
make  a  clear  addition  to  their  well  being,  but  simply  diverts  into  one 
channel  the  energy  of  resources  which  would  otherwise  have  been 
turned  into  another.  The  standard  of  education  cannot  be  raised 
above  the  tastes  of  the  people  by  the  action  of  government,  for  the 
officials  who  direct  education  are  themselves  inhabitants  of  the  countiy, 
and  draw  their  ideas  from  their  fellow-citizens  who  surroimd  them.  If 
it  were  possible  to  elevate  the  standard  in  this  way,  the  attempt  would 
be  useless  for  want  of  the  indispensable  condition — the  desire  of  the 
people  to  learn.  By  turning  its  energy. in  this  direction,  the  govern- 
ment, while  it  impairs  its  o\sti  efficiency  in  other  respects,  at  the  same 
time  impairs  the  capacity  of  the  people  to  make  use  of  the  boon  which 
it  bestows  upon  them.  In  countries  where  the  greatest  stress  is  laid  on 
the  duty  of  educating  the  people  at  the  expense  of  the  State,  the  greatest 
obstructions  are  placed  in  the  way  of  the  circulation  of  newspapers. 
Yet,  for  the  great  majority  of  an  educated  people,  newspapers  afford  the 
chief  and  almost  the  only  means  of  making  use  of  their  power  of  reading. 
It  is  of  more  importance  that  a  considerable  number  of  people  should 
read  cheap  and  good  newspapers  than  that  a  much  larger  numlwr 
should  be  able  to  read  them  but  have  none  worth  reading.  The  inter- 
ference of  a  goverimient  with  newspapers  may  take  one  of  two  forms- 
it  may  either  impose  a  tax  on  them  for  the  sake  of  procuring  a  revenue, 
or  it  may  place  restrictions  on  the  expressions  of  political  opinions 
in  their  columns.  The  former  of  these  modes  is  more  likely  to  be 
resorted  to  in  proportion  as  the  expenditure  of  the  government  increases, 
and  if  a  system  of  State  education  is  established,  it  thus  has  a  direct 
tendency  to  stop  up  one  avenue  of  knowledge  while  it  is  opening 
another.  The  connection  between  State  education  and  restrictions 
on  liberty  of  discussion  is,  of  course,  more  remote  and  by  no  means 
necessary,  but  to  whatever  extent  men  resign  the  control  of  their  own 
aflfeirs  into  the  hands  of  their  government  they  become  less  capable  of 
thinking  and  acting  for  themselves  and  of  resisting  the  commands  of 
the  government,  which  becomes  proportionally  more  disposed  to  be 
overbearing  and  tyrannical. 

Another  function  which  most  governments  have,  to  some  extent, 
undertaken,  and  which  it  is  commonly  held  that  they  are  bound  to 
undertake,  is  that  of  relieving  poverty.  Because  it  is  admitted  that 
charity  is  a  duty,  it  is  contended  that  the  poor  have  a  right  to  relief,  and 
that  therefore  the  State  is  bound  to  provide  it  for  them.  It  is  forgotten 
that  charity  ceases  as  soon  as  it  is  made  compulsory,  and  that  every 
system  of  affording  rehef  must  tend,  more  or  less,  to  produce  poverty 
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hj  encouraging  the  belief  that  the  eflfects  of  improvidence  will  always  be 
mitigated  by  assistance  from  the  provident  and  industrious.  This 
objection  applies^  no  doubt,  to  private  as  well  as  to  public  charity,  but 
the  resources  of  the  former  are  limited  by  the  benevolence  of  individuals, 
while  the  latter  can  do  more  harm  because  it  has  a  larger  fund  at  its 
disposal.  A  comparison  has  often  been  drawn  between  the  improvidence 
of  the  English  and  the  thrift  of  the  Scotch  people,  and  one  cause  of  the 
difference  may  be  found  in  the  fact  that  in  England  the  poor  can  always 
count  on  obtaining  relief  from  the  parish  rates,  while  in  Scotland  they 
can  rarely  do  so.  The  demoralising  effect  of  the  English  system  has 
often  been  noticed,  and  its  abolition  often  demanded.  Bishop  Burnet, 
early  in  the  last  century,  pointed  to  Scotland  as  an  instance  of  a  country 
much  poorer  than  England  which  yet  contrived  to  dispense  with  a  poor 
law  ;  and,  although  there  can  be  no  doubt  that  there  is  much  distress  in 
Scotland,  it  has  yet  to  be  shown  that  there  is  more  than  is  undergone  by 
the  inmates  of  our  workhouses.  The  difficulty  which  is  in  the  way  of 
the  abandonment  of  our  present  system,  is,  that  those  who  sympathise 
with  suffering  cannot  endure  the  thought  that  a  person  who  is  destitute 
should  have  no  place  to  turn  to  where  he  can  be  certain  of  finding  help ; 
and  if  a  poor  law  really  supplied  this  want,  and  were  the  only  means  of 
supplying  it,  it  would  be  impossible  to  overcome  this  difficulty.  But,  in 
point  of  fact,  the  poor  law  does  not  prevent  occasional  deaths  from 
starvation  ;  and  the  very  people  who  are  most  deserving  of  assistance  are 
those  who  choose  rather  to  starve  than  apply  to  the  workhouse.  The 
fact  that  the  workhouse  is  supported  by  compulsory  charity  is  enough  to 
make  it,  in  too  many  cases,  all  that  a  charity  ought  not  to  be.  Whatever 
is  given  is  grudged,  and  the  neglect  and  discomfort  are  such  that  the 
condition  of  the  inmates  is  often  worse  than  it  would  be  if  they  depended 
on  the  kindness  of  their  friends.  It  is  impossible  that  State  charity 
in  a  country  where  much  poverty  prevails  should  be  as  liberal  as  private 
charity,  for  the  taxpayers  are  ever  on  the  look-out  against  any  excess ; 
bat  it  is  equally  impossible  that  any  charity  should  be  long  carried  on 
without  in  some  measure  producing  the  very  evil  which  it  is  intended  to 
cure.  Our  present  system  of  poor-law  administration  is  an  attempt  to 
reconcile  two  conflicting  theories  represented  by  in-door  and  out-door 
relief  respectively.  The  former  is,  that  the  Stat«  ought  only  to  provide 
for  the  destitute ;  and,  consistently  ^nth.  this  view,  in-door  relief  is  refused 
in  all  cases  where  the  applicant  has  any  property  left.  An  evil  insepara- 
able  from  such  a  system  is,  that  it  reduces  the  poor  to  absolute  destitution, 
and  renders  it  extremely  difficult  for  a  person  who  has  onge  been  received 
into  a  workhouse  to  become  independent  again.  In  order  to  mitigate 
the  hardships  of  this  system,  out-door  relief  is  given  to  those  who  are 
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able  to  earn  something  but  not  enough  to  support  themselves ;  but  this 
practice,  though  it  is  more  palatable  to  the  recipients,  and,  in  many 
cases,  less  burdensome  to  the  ratepayers,  is,  in  the  long  run,  more  pro- 
ductive of  pauperism.  At  the  time  when  Malthus  wrote,  it  was  a 
common  practice  for  out-door  relief  to  be  given  to  married  labourers 
whose  wages  were  supposed  to  be  insufficient,  and  for  the  allowance  to 
be  increased  after  the  birth  of  each  child.  Malthus  pointed  out  how 
much  this  practice  t^juded  to  pauperise  the  labourers  by  encouraging 
them  to  marry  and  bring  up  families  which  they  had  no  means  of  main- 
taining ;  and  he  constantly  advocated  the  gradual  restriction  and  final 
abolition  of  the  poor  law.  Although  his  efforts  have  not  been  fully 
successful  they  have  not  been  without  effect,  and  the  poor  law  of  1834 
was  passed  with  a  view  of  restricting  out-door  relief  within  the  narrowest 
possible  limits.  Unfortunately,  the  hostility  which  the  innovation  pro- 
voked, though  it  has  never  become  strong  enough  to  cause  the  law  to  be 
repealed,  has  been  sufficient  to  prevent  it  from  being  thoroughly  put  in 
practice,  and  out-door  relief  is  still  given  on  a  large  scale.  It  is  obvious 
that  the  practice  acts  as  a  discouragement  to  thrift,  for  in  deciding  on 
applications  for  outdoor  relief,  the  guardians  can  hai'dly  help  rejecting 
those  of  persons  whose  houses  do  not  show  signs  of  poverty.  Thus,  the 
labourers  who  have  laid  by  money  and  have  struggled  hard  to  keep  up 
a  decent  appearance,  find,  when  they  are  in  temporary  want,  that  tliey 
can  get  no  help  from  the  parish  without  first  parting  with  all  their 
property,  and  then  entering  the  workhouse.  Those,  on  the  other  hand, 
who  hare  made  no  provision  for  the  future,  can  obtain  assistance 
without  leaving  their  homes,  and  it  is  not  to  be  supposed  that  such  a 
system  can  be  long  practised  without  influencing  the  conduct  of  tbc 
labouring  classes.  It  has  been  recently  proposed  by  Mr.  Hartley,  that, 
instead  of  thus  making  improvidence  a  condition  of  relief,  the  poor-law 
authorities  should  make  providence  a  test  by  refusing  out-door  relief  to 
all  who  cannot  show  that  they  have  laid  by  something  for  the  future, 
and  in  giving  to  those  who  have  in  proportion  to  their  savings. 
But  if  this  plan  were  followed,  there  would  still  remain  the  objection 
that  the  poor  would  be  discouraged  from  saving  beyond  a  certain 
amount,  and  would  have  an  inducement  to  conceal  what  they 
had  saved  if  it  would  appear  too  much  to  make  them  eligible 
for  parish  relief.  In  some  form  or  other  the  difficulty  is  always 
encountered  that  parish  relief  cannot  be  given  without  checking 
the  disposition  of  relations  or  friends  to  afford  assistance.  If  out-door 
relief  is  given,  it  is  not  regarded  as  being  equally  disgraceful  with 
in-door  relief;  and  those  who  w^ould  rather  provide  for  their  relative 
themselves  than  send  him  to  the  workhouse,  will  withhold  assistance  if 
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they  think  that  an  allowance  will  be  given.  In  th^  case  of  children,  on 
the  other  hand,  their  relatives  seem  to  regard  the  parish  school  as  a  fit 
place  of  residence  for  them,  and  will  not  come  forward  unless  they  hear 
that  the  guardians  propose  to  board-out  a  child  in  a  private  family.  It 
cannot  be  doubted  that,  if  the  government  made  no  provision  for  the 
poor,  they  would  receive  much  more  assistance  from  their  relatives  and 
friends.  Private  charity  is,  no  doubt,  open  to  the  same  objection,  and 
those  who  have  the  management  of  hospitals  find  it  difficult  to  prevent 
their  abuse  when  relief  is  given  to  out-patients ;  but  as  the  resources  of 
private  charity  are  much  smaller  than  those  of  a  government,  it  has  less 
power  of  doing  mischief,  and  its  abuses  are  more  easily  rectified.  The 
case  against  government  interference  in  this  matter  may  be  summarised 
in  the  statement  that  it  tends  to  encourage  the  pauperism  which  it  is 
intended  to  remove,  that  it  discourages  private  charity  by  making  people 
believe  that  ample  provision  has  already  been  made  for  the  poor,  and 
that  it  cripples  the  energy  of  the  government  by  encumbering  it  with  a 
new  task  in  addition  to  that  which  it  is  always  bound  to  perform. 

Another  function  which  many  governments  undertake  to  perform, 
though  it  never  has  been  contended  that  it  is  their  duty  to  do  so,  is  that 
of  conveying  letters.  The  first  establishment  of  regular  posts  was 
brought  about  by  the  necessity  which  the  rulers  of  an  extensive  territory 
experienced  of  having  some  means  of  transmitting  their  orders  to  all 
parts  of  their  dominions.  In  order  that  the  work  of  a  government  may 
be  carried  on  efficiently,  the  central  authority  most  have  some  means  of 
communicating  with  its  subordinates ;  and  a  government  does  not  depart 
from  its  duty  when  it  establishes  regular  communication  for  its  own 
purposes,  nor  even  when  it  diminishes  the  cost  of  transport  by  allowing 
such  of  its  subjects  as  choose  to  pay  for  it  to  make  use  of  it  for  their 
own  convenience.  But  when  it  has  once  been  found  that  by  allowing  its 
subjects  to  make  use  of  the  public  conveyances  a  revenue  may  be  obtained 
which  will  exceed  the  cost  of  transport,  a  temptation  which  few  govern- 
ments have  been  able  to  resist  is  held  out  to  establish  a  monopoly  in 
favour  of  the  State.  A  monopoly  having  once  been  established,  people 
become  accustomed  to  having  their  letters  conveyed  by  the  government, 
and  come  in  time  to  believe  that  this  is  the  best  and  only  convenient 
way  of  carrying  on  the  business,  until  it  requires  some  mental  effort  even 
to  imagine  that  letters  might,  like  other  things,  be  conveyed  by  private 
individuals  or  associations  quite  as  well  as  by  government  officials.  As 
a  sample  of  the  manner  in  wliich  it  is  commonly  taken  for  granted  that 
governments  ought  to  undertake  to  convey  letters  for  their  subjects, 
I  may  cite  the  following  remarks  of  the  late  Mr.  McCulloch : — "  The  con- 
veyance of  letters  by  post  is  one  of  the  few  industrial  undertakings  which 
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are  better  managed  by  government  than  by  individuals.  It  is  necessary  to 
the  satisfactory  working  of  the  post-office  that  it  should  be  conducted  with 
the  greatest  regularity  and  precision,  and  that  all  the  departments  should 
be  made  subservient  to  each  other,  and  conducted  on  the  same  plan. 
It  is  plain  that  such  results  could  not  be  obtained  in  any  extensive 
country  otherwise  than  by  the  agency  of  government,  and  the  interference 
of  the  latter  is  also  required  to  make  arrangements  for  the  safe  and 
speedy  conveyance  of  letters  to  and  through  foreign  countries."  *  Such 
are  the  arguments  which  he  considered  sufficient  to  justify  the  present 
system,  but  there  is  not  one  of  them  which  does  not  assume  the  very 
question  in  dispute.  It  is  necessary,  he  says,  that  the  operations  of  the 
post-office  should  be  regular,  and  that  all  its  departments  should  be  con- 
ducted on  the  same  plan  ;  but,  even  admitting  this,  it  only  follows  that 
a  single  organisation  would  be  able  to  do  the  work  better  than  a  nimiber 
of  competitors — ^not  that  the  Government  ought  to  step  in  and  prevent 
competition  on  the  plea  that  if  tried  it  would  not  succeed.  If  the 
business  of  conveying  letters  were  thrown  open  to  public  competition,  it 
does  not  follow  that  many  would  engage  in  it.  Perhaps  one  large 
company  would  be  able  to  satisfy  the  public  better  than  many  small 
ones,  and  the  natural  effect  of  competition  would  then  be  that  one  would 
be  left  in  complete,  or  nearly  complete,  possession  of  the  field.  If  it  did 
the  work  best,  it  would  not  need  a  monopoly  in  order  to  secure  a  profit, 
while  the  possibility  of  competition  would  act  as  a  valuable  security  to 
the  public.  If  the  action  of  the  leading  company  .were  defective  in  any 
respect  or  in  any  part  of  the  country,  rival  companies  might  be  estab- 
lished to  supply  the  defects,  and  the  mere  knowledge  that  competition 
was  possible  would  compel  the  managers  of  the  company  to  consider  the 
interests  of  the  public  as  weU  as  those  of  the  shareholders.  That 
private  companies  and  individuals  are  capable  of  undertaking  this 
business  is  shown  by  the  success  which  they  have  attained  in  the  analo- 
gous businesses  of  conveying  parcels  and  telegrams.  It  must  be 
remembered,  moreover,  that  much  of  the  work  which  is  supposed  to  be 
done  by  the  post-office  is  really  done  by  railway  companies  contracting 
with  the  office  for  a  certain  price,  and  they  would  be  quite  as  willing  to 
do  the  same  work  on  the  same  terms  for  a  company.  Why  the  inter- 
ference of  the  Government  should  be  necessary  to  secure  the  safe  and 
speedy  transmission  of  letters  abroad  McCulloch  does  not  explain.  It 
post-offices  in  all  countries  were  managed  by  private  companies,  there 
would  be  no  more  difficulty  in  arranging  terms  for  the  transmission 
of  letters  from  one  country  to  another  than  there  is  in  the  case  of 

*  Taxation  and  the  Fimding  System,  8rd  editioD,  Part  XL,  chap,  vli.,  p.  319. 

Digitized  by  VjOOQIC 


CONVEYANCE  OF  LETTERS.  561 

ordinary  merchandise.  Even  if  other  countries'  entrusted  the  business  to 
their  goyemments  while  it  was  performed  in  England  by  a  private 
company,  it  would  still  be  easy  for  the  latter  to  enter  into  conventions 
which  would  answer  the  purpose  of  postal  treaties.  Foreign  govern- 
ments and  their  subjects  would  be  quite  as  anxious  to  receive  English 
letters  as  Englishmen  to  receive  letters  from  abroad,  and,  this  being  so, 
there  could  be  no  difficulty  in  framing  an  agreement  satisfactory  to  all 
parties.  Before  the  English  Government  bought  up  the  telegraph 
companies,  the  latter  had  no  difficulty  in  making  arrangements  for  the 
transmission  of  telegrams  to  all  parts  of  the  world.  It  is,  indeed,  more 
likely  that  commercial  compcmies  in  different  countries  should  be  able  to 
work  in  harmony  than  that  a  number  of  independent  governments 
should  be  brought  to  a  general  agreement. 

It  is  not  necessary  to  go  further  than  McCulloch's  own  account  of  the 
post-office,  contained  in  the  very  chapter  of  which  the  above  quoted 
passage  is  the  commencement,  to  learn  how  very  little  •ground  there  is 
for  the  beKef  that  the  business  could  not  be  managed  by  private  enter- 
prise. Thus,  he  tells  us,  that — "  In  1784,  it  was  usual  for  the  diligences 
between  London  and  Bath  to  accomplish  the  journey  in  seventeen  hours, 
while  the  post  took  forty  hours ;  and  on  other  roads  the  comparative 
rate  of  travelling  of  the  post  and  stage  coaches  was  in  about  the 
same  proportion.  This  difference  in  point  of  despatch  made  a  very 
great  number  of  letters  be  sent  by  other  conveyances  than  the  mail :  the 
law  to  the  contrary  being  easily  evaded  by  giving  them  the  form  of 
small  parcels.'*  (p.  822.)  Thus,  the  very  writer  who  tells  us  that  the 
interference  of  the  government  is  necessary  to  secure  speed,  safety,  and 
regularity  in  the  despatch  of  letters,  confesses  that  at  no  very  remote 
period  private  enterprise  was  able  to  outstrip  the  government  in  these 
respects,  although  weighted  with  the  heavy  disadvantages  of  legal 
penalties  and  prohibitions.  It  will  be  said,  of  course,  that  this  is  an 
antiquated  example,  that  the  defect  has  now  been  remedied,  that  no 
system  can  be  perfect,  &c,  ;  but  the  point  which  deserves  attention  is 
that  the  defects  in  the  official  system  were  corrected  by  private  enter- 
prise, and  the  burden  of  proof  rests  on  those  who  contend  that  private 
enterprise  would  not  have  sufficed  to  do  the  whole  work  if  it  had  been 
left  untrammelled.  In  order  to  select  examples  of  gross  abuses,  it  is 
necessary  to  go  back  to  those  which  have  been  corrected,  for  these  alone 
will  be  generally  acknowledged  as  such,  while  if  any  fault  is  found  with 
the  present  management  of  a  system,  the  matter  is  sure  to  be  one  on 
which  conflicting  opinions  are  held,  and  the  objection  is  regarded  as  of 
little  value.  To  say  that  a  system  is  good  because  no  defect  can  be 
pointed  out  which  all  are  agreed  to  consider  such,  is  to  use  the  same  kind 
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of  fallacioufl  argoment  as  is  so  commonly  employed  by  those  who  talk 
ap^inst  Home  Rule.  The  Irish,  it  is  said,  have  no  grievance  to  com- 
plain of,  and  if  one  is  pointed  out  which  has  been  already  redressed,  it  is 
said  that  Home  Rule  is  unnecessary,  while  if  one  is  mentioned  irom 
which  they  still  suffer  they  are  told  that  it  is  not  a  grievance  at  all,  and 
the  &ct  that  they  consider  it  one  is  sufficient  reason  for  denying  them 
the  power  to  govern  themselves.  For  twenty  years  befere  the  intro- 
duction of  the  uniform  system  suggested  by  Sir  Rowland  Hill,  the  net 
revenue  of  the  post-office  remained,  according  to  McCulloch,  practically 
stationary,  and  there  can  be  little  doubt  that  a  large  number  of  letters 
were  sent  by  private  conveyances.  Had  there  been  no  monopoly  in 
favour  of  the  government  it  would  have  been  both  easy  and  profitable 
for  private  adventurers  to  offer  their  services  to  the  public  at  a  lower 
rate,  and  to  compel  the  government  to  reduce  its  terms.  The  introduc- 
tion of  the  penny  post  is  supposed  to  atone  for  all  the  fiiults  which  the 
office  may  have*  committed,  and  to  be  an  unparalleled  benefit  to  the 
country.  But  it  should  be  remembered  that  this  important  measure, 
though  it  produced  a  great  increase  in  the  number  of  letters  posted, 
was  followed  by  a  falling  off  in  the  net  revenue  of  the  post-office.  The 
deficiency  had  to  be  made  up  in  some  way,  and  recourse  was  had  to  an 
income-tax  which  is  now  resented  as  a  grievous  burden  by  the  very 
classes  who  benefited  most  by  the  reduction  of  postage.  Had  the  post- 
office  been  managed  by  a  private  company,  a  higher  rate  would  have  been 
resorted  to  when  it  was  found  that  the  adoption  of  a  low  one  reduced 
the  dividend,  and  the  public  would  at  most  have  had  to  pay  for  what 
they  got  at  its  true  value  instead  of  being  exposed  to  the  annoyance 
which  is  almost  inseparable  from  the  income-tax.  The  choice  was  not 
between  retaining  the  old  rates  and  adopting  the  present  one,  for  there 
were  a  hundred  ways  in  which  the  old  system  might  have  been  improved 
without  any  sacrifice  of  revenue ;  but  although  the  interests  of  the  public 
are  often  sacrificed  to  the  supposed  necessity  of  securing  a  large  levenue 
firom  the  post-office,  there  was  not  so  much  care  taken  at  this  important 
juncture  to  protect  the  revenue  as  would  have  been  taken  by  a  company 
to  secure  a  high  dividend. 

How  much  the  public  suffer  from  being  compelled  to  resort  to  a 
government  department  instead  of  to  private  capitalists  is  evinced  by  the 
state  of  the  law  with  regard  to  the  loss  of  articles  in  the  course  of  trans- 
mission from  place  to  place.  When  an  individual  or  a  company 
undertakes  to  carry  goods,  he  or  it  is  bound  to  carry  them  safely,  and  to 
make  good  any  loss  which  may  occur  through  the  carelessness  or  dis- 
honesty of  those  to  whose  custody  they  are  consigned.  But  when 
letters  are  committed  to  the  post-office,  nobody  is  responsible  for  their 
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non-delirery,  nnless,  indeed  the  actual  thief  can  be  detected.  It  is 
frequently  said  that  the  profits  of  the  post-office  are  large  in  proportion 
to  the  capital  invested  in  it,  and  that  several  independent  companies 
would  not  make  so  much  out  of  the  business ;  but  if  this  be  true,  it 
should  be  remembered  that  the  post-office  is  exempt  from  the  serious 
responsibility  of  being  obliged  to  pay  for  its  own  faihires.  In  order,  as  it 
were,  to  make  a  pretence  of  insuring  safety,  the  regulations  of  the  post-office 
require  that  letters  containing  money  or  valuable  articles  should  be 
registered  ;  but  registration,  instead  of  being  a  benefit,  is  simply  a  burden 
to  the  public.  Though  a  fee  is  charged  for  registration,  the  post-office  is 
not  thereby  bound  to  replace  the  contents  of  the  letter  if  lost,  and  the 
system  rather  increases  the  risk  by  making  it  known  to  the  post-office 
officials  that  the  contents  of  the  letter  are  worth  taking.  It  has  been 
abundantly  proved  that  a  registered  letter  may  be  opened  and  robbed  of 
its  contents  and  yet  closed  up  again  in  such  a  way  as  to  avoid  detection. 
While  the  law  has  often  been  strained  in  order  to  inflict  heavy  penalties 
on  private  firms  and  companies  engaged  in  the  business  of  transporting, 
goods,  this  gross  defect  in  the  law  relating  to  the  post-office  has  been 
allowed  to  remain  for  two  centuries  unremedied,  and  it  is  thought  of 
more  importance  to  increase  the  revenue  by  sheltering  a  department 
ftom  the  consequences  of  incompetence  than  to  improve  it  by  making 
it  responsible. 

There  is  another  business  with  which  the  post-office  in  some  countries 
concerns  itself,  though  it  has  nothing  akin  to  the  conveyance  of  letters, 
that,  namely,  of  receiving  money  from  individuals  and  undertaking  to 
pay  it  back  again  at  another  time  or  place.  By  engaging  in  this  busi- 
ness, it,  to  some  extent,  does  the  work  of  bankers,  and  credit  is  often 
taken  for  the  benefit  which  it  thus  confers  on  the  public.  But  before 
the  government  can  be  praised  for  what  it  thus  does  for  its  subject-s, 
it  is  but  feir  to  ask  whether  it  interferes  in  any  other  way  to  prevent 
private  bankers  from  doing  the  work.  By  the  establishment  of  post- 
office  savings  banks,  a  place  is  provided  for  depositing  small  savings  with 
greater  security  than  private  banks  can  afford  ;  but  these,  if  relieved  from 
various  restrictions  to  which  they  are  now  subject,  would  be  entitled  to, 
and  would  enjoy,  more  confidence  than  at  present ;  and  the  government 
which  promotes  security  Avith  one  hand  is  diminishing  it  with  the  other. 
Complaints  have  frequently  been  made  that  a  license  duty  is  charged  on 
the  establishment  of  branch  banks  in  such  a  manner  as  greatly  to  impede 
their  multiplication,  and  to  whatever  extent  this  is  the  case,  the  people  are 
deprived  of  the  means  of  depositing  their  savings  in  a  place  of  security. 
The  restrictions  which  have  been  placed  on  the  issue  of  notes  and  the 
amalgamation  of  banks,  an&  which  have  been  considered  in  a  former 
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chapter,  tend  in  like  manner  to  prevent  the  growth  of  banking,  and  to 
prevent  private  enterprise  from  doing  what  the  government  now  under- 
takes to  do.  As  regards  the  transmission  of  money  from  place  to  place, 
the  interference  of  the  government  is  more  decidedly  injurious.  In 
order  that  bankers  may  undertake  this  business  they  ought  to  ])e 
allowed  to  establish  branch  offices  wherever  they  please,  whereas  the 
present  license  duty  greatly  hinders  them  from  doing  so,  while  it  brings 
in  no  corresponding  advantage  to  the  revenue.  That  private  enterprise 
is  capable  of  discharging  this  function  is  shown  by  the  fact  that  it  is 
discharged  by  the  banks  in  Sweden,  and  by  the  success  which  has 
attended  the  operations  of  the  cheque  bank.  This  latter  institution, 
though  the  extent  of  its  business  has  not  been  sufficient  to  enable  it  to 
pay  a  dividend,  has  yet  succeeded  in  supplying  the  public  \^ith  the 
means  of  transmitting  money  at  a  cheaper  rate  than  the  post-office,  and 
the  difference  would  be  very  much  greater  if  it  were  not  that  stamps 
were  required  on  cheques.  While  the  money-order  system,-  though  worked 
on  a  vast  scale,  shows  generally  a  loss,  a  moderate  extension  of  the  opera- 
tions of  the  cheque  bank  would  yield  a  profit  to  the  shareholders,  and  at 
the  same  time  furnish  a  revenue  to  the  government  by  means  of  stamps. 
There  is,  therefore,  very  little  reason  for  the  government  to  take  credit 
to  itself  for  discharging  the  functions  of  a  banker,  when  it  is  at  the 
same  time  preventing  private  ndividuals  from  doing  the  work  much 
more  efficiently. 

The  English  Government  has  so  long  enjoyed  a  monopoly  of  the 
conveyance  of  letters,  and  has,  on  the  w  hole,  worked  it  in  so  satisfactory 
a  manner,  that  it  may  naturally  be  thought  that  the  best  maxim  to  be 
applied  to  the  case  is  quieta  non  movere.  Even  Mr.  Spenser,  who  has 
given  in  his  "  Social  Statics  "  an  able  summary  of  the  reasons  wliich  should 
prevent  government  from  interfering  in  this  matter,  considers  that  its 
intervention  is  less  objectionable  in  this  department  than  in  those 
of  religion  or  education,  as  it  does  not  necessarily  lead  to  a  curtailment 
of  individual  liberty  or  to  the  imposition  of  a  tax  for  other  purposes 
than  that  of  protection.  In  a  later  work,  he  says — "  I  am  not  about  to 
call  in  question  the  general  satisfactoriness  of  our  postal  arrangementfi, 
nor  shall  I  contend  that  this  branch  of  state-organisation,  now  well- 
established,  could  be  replaced  with  advantage.  Probably  the  type 
of  our  social  structure  has  become  in  this  respect  so  far  fixed  that  a 
radical  change  would  be  injurious."  *  There  are,  however,  other  coun- 
tries where  the  post-office  is  not  so  well  managed,  and  where  the  public 
might  gain  much  more  by  having  the  business  thrown  open  to  general 

*  Essays,  Scientific,  Political,  and  Speculative,  Vol.  III.,  p.  169. 
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competition.  In  the  United  States,  for  instance,  the  privilege  of  frank- 
ing is  so  grossly  abused  as  to  produce  an  annual  deficit  in  the  post-office 
budget,  and  it  is  certain  that  this  practice  would  be  at  once  put  an  end 
to  if  a  company  were  allowed  to  take  over  the  business.  All  that  is 
needed,  in  order  to  prevent  the  inconvenience  which  might  result  from 
a  sudden  change  of  place,  is  to  declare  the  business  open  to  geneitd 
competition,  and  to  leave  the  public  to  see  whether  the  government  or 
private  individuals  can  do  the  work  cheaper  and  better.  If  the  govern- 
ment were  still  able  to  maintain  its  ground,  there  would  then  be  no 
other  objection  to  its  continuing  to  discharge  the  function  than  that  it 
must  to  some  extent  impair  its  power  of  protecting  its  subjects  by 
undertaking  an  additional  task. 

Early  in  1870,  the  English  Government  followed  the  example  which 
had  been  set  by  many  Continental  States,  and  undertook  -to  convey 
telegrams  for  its  subjects.  This  proceeding  affords  a  good  example  of  the 
way  in  which  one  encroachment  leads  to  another.  Thus  the  government 
has  gone  beyond  its  functions  in  order  to  convey  letters,  and  we  are  now 
asked  what  reason  there  can  possibly  be  why  it  should  convey  letters 
which  does  not  equally  apply  to  the  case  of  telegrams.  The  minister 
who  first  proposed  the  scheme  said  that  he  would  not  ask  for  a  monopoly, 
in  order  that  the  department  might  be  stimulated  to  adopt  new  improve- 
ments ;  but  when  the  scheme  was  finally  adopted  by  the  legislature,  a 
monopoly  was  granted,  and  has  been  ever  since  maintained.  It  is  unfor- 
tunate that  in  a  case  of  this  kind  there  is  no  class  whose  interests  are 
bound  up  with  the  maintenance  of  free  competition,  and  who  might  be 
trusted  to  make  every  effort  in  their  own  defence.  The  only  class  whicli 
was  directly  interested  in  the  question  consisted  of  the  shareholders  and 
officials  of  the  telegraph  companies,  and  the  liberal  compensation  which 
w^as  awarded  to  them  was  quite  enough  to  prevent  them  from  opposing 
the  change.  The  compensation  was  indeed  too  liberal,  and  while,  on  the 
one  hand,  several  of  those  who  are  connected  with  submarine  telegraph 
companies  are  endeavouring  to  get  the  government  to  buy  their  cables 
at  an  equally  extravagant  rate,  the  government,  on  the  other,  has  been 
prevented  from  realising  so  large  a  profit  as  was  anticipated.  The 
telegraph-office  has,  like  the  post-office,  been  managed  well  enough  to 
give  general  satisfaction,  aa  might  have  been  expected  in  so  bustness-like 
a  country  as  this,  where  the  people  had  already  had  experience  of  pri- 
vate competition,  and  could  easily  resort  to  it  again  if  the  government 
failed  to  do  its  work.  But  the  expectations  which  were  formed  respecting 
the  benefits  to  be  derived  from  the  change  have  not  been  realised.  Under 
the  present,  as  under  the  former  system,  it  often  happens  that  a  telegram 
arrives  later  than  a  letter  sent  off  at  the  same  time.    Under  the  present, 
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as  under  the  former  sjBtem,  the  authorities  frequently  decline  to  establish 
offices  in  country  districts  where  there  is  not  business  enough  to  make 
them  pay.  Though  the  receipts  exceed  the  working  expenses^  the  excess 
is  not  enough  to  make  up  for  the  interest  on  the  money  borrowed  in 
order  to  purchase  the  wires,  and  instead  of  the  change  affording  a  relief 
to  the  taxpayers,  they  must  be  paying  a  constantly  increasing  amount  in 
order  that  those  who  use  the  telegraph  may  pay  less.  Under  the  old 
system,  though  the  average  charge  was  higher  than  at  present,  it  was  lower 
in  the  case  of  telegrams  sent  from  one  part  of  a  large  city  to  another ;  and 
here  again  there  has  merely  been  a  shifting  of  the  burden  from  one  class 
to  another.  That  the  management  is  not  so  economical  as  formerly  may 
be  inferred  from  the  fact  tliat  the  working  expenses  which  under  the 
companies,  amounted  to  60  per  cent,  of  the  receipts,  have  risen  under 
the  government  to  78,  78|,  80 J  and  91 J  per  cent.  It  is  true  that  the 
average  charge  having  been  reduced  to  little  more  than  half  of  what  it 
was,  the  cost  of  each  telegram  may  in  reality  be  about  the  same  as  before, 
but  one  argument  which  was  used  in  favour  of  the  change  was  that  unity 
of  management  would  secure  a  reduction  of  expenditui'e.  That  those 
who  use  telegrams  have  benefited  by  the  reduction  of  the  charge  cannot 
be  doubted,  but  it  is  not  equally  clear  that  they  would  not  have  derived 
as  great,  or  greater,  advantage  from  the  old  system  if  it  had  been  allowed 
to  continue.  Competition  had  often  forced  the  companies  to  reduce 
their  rates,  and  if  the  process  had  been  allowed  to  continue  they 
would  probably  by  this  time  have  reduced  their  rate  to  its  present 
amount,  and  there  would  always  have  been  a  chance  of  their  reduc- 
ing it  still  lower.  When  the  government  took  over  the  telegraphs, 
a  hope  was  held  out  that  the  rate  would  after  a  time  be  lowered, 
but  such  an  improvement  seems  to  be  still  as  far  off  as  ever. 
Meanwhile,  there  is  the  fact  that  the  rate  has  been  raised  for  messages 
between  different  parts  of  the  same  town,  a  step  which  it  is  not  likely  that 
the  companies  would  ever  have  resolved  upon.  Much  is  said  about  the 
advantage  conferred  upon  trade  by  the  reduction  in  the  rate,  but  as  the 
govermnent  has  had  to  bear  the  expense  of  estabhshing  a  new  system, 
traders  are  obliged  to  submit  to  taxes  which  take  from  them  in  one  way 
what  they  have  gained  in  another.  Although  there  is  no  important 
difference  in  principle  between  the  case  of  the  submarine  telegraph  lines 
and  those  which  are  confined  to  these  islands,  the  former  are,  for  the 
present,  left  in  private  hands,  and  it  is  to  be  hoped  will  long  be  so.  The 
chief  difference  between  the  two  cases  is,  that  while  the  former  can  only 
supply  the  wants  of  a  limited  class,  the  latter  may  obtain  custom  from 
the  general  public  if  the  rates  are  only  made  low  enough.  Experience 
has  aho^^n  in  the  case  of  both  letters  and  telegrams  that  a  reduction  of 
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the  charge  on  those  exchauged  between  foreign  countries  has  no  percep- 
tible effect  in  increasing  their  number,  while  within  the  limits  of  the 
same  country  a  reduction  is  sure  to  attract  a  new  class  of  customers. 
The  sabmarine  telegraphs  are  chiefly  used  for  conveying  political  news 
for  the  information  of  governments  and  newspapers,  and  commercial 
ne\^*8  for  the  benefit  of  merchants,  and  in  both  cases  those  who  send  the 
telegrams  feel  them  to  be  of  sufficient  importance  to  justify  almost  any 
expense.  A  reduction  of  the  rate  benefits  them  by  reducing  their 
expenditure,  but  does  not  make  them  send  more  messages  than  they 
would  otherwise  do,  but  it  is  different  in  the  case  of  inland  telegrams. 
It  is  well  known  that  as  soon  as  the  transfer  of  the  telegraphs  to  the 
government  had  been  completed,  there  was  an  enormous  increase  in  the 
business,  so  great,  indeed,  bA  to  overtax  the  energies  of  the  department, 
and  to  produce  complaints  of  delays  and  mistakes  with  which  the 
newspapers  were  filled  for  some  weeks.  Cases  are  continually  occurring 
iu  which  persons  who  do  not  often  make  use  of  the  telegraph  wish  to 
send  a  message  of  no  great  consequence  in  itself  but  which  must  be  sent 
quickly  if  it  is  to  be  of  any  use,  and  it  is  in  such  cases  that  a  low  rate 
makes  its  superiority  felt  ;  and  these  chance  customers  being  an 
extremely  numerous  body,  it  is  no  wonder  that  the  new  system  has 
become  extremely  popular.  Formerly,  the  receipt  of  a  telegram  in  a 
private  house  was  always  the  occasion  of  some  alarm,  but  the  low  rate 
which  has  now  been  in  force  for  some  years  has  familiarised  the  public 
with  telegrams,  and  their  arrival  attracts  little  more  notice  than  that  of 
a  letter.  A  case  has  been  known  in  which  a  lady  telegraphed  to  her  maid 
to  send  her  a  copy  of  the  "  Times  "  which  she  had  left  behind  on  leaving 
home,  thus  paying  for  the  telegram  four  times  as  much  as  a  fresh  copy  of 
the  newspaper  would  have  cost.  No  such  extension  of  the  business  could 
be  hoped  for  if  the  charge  for  foreign  telegrams  were  reduced,  and 
the  government  could  not  hope  to  obtain  any  great  popularity  by  taking 
over  the  submarine  cables  and  establishing  a  low  scale  of  charges. 
Those  who  advocate  such  a  step  have  therefore  nothing  to  urge  except 
the  benefits  which  it  would  confer  upon  trade,  and  these  arc  of  a  very 
questionable  character.  It  may  be  doubted  whether  the  number  of  mes- 
sages would  be  very  much  increased  if  the  charge  were  reduced  to  a  half, 
or  even  a  third,  of  its  present  rate.  A  high  tariff  holds  out  a  great 
encouragement  to  the  practice  of  packing  telegrams  (i.e.,  using  such  a 
cypher  that  many  messages  may  be  sent  iu  one),  but  it  does  not  prevent 
merchants  from  sending  as  many  as  their  business  requires.  If  they  are 
enabled  by  the  establishment  of  a  low  tariff  to  reduce  their  expenditure 
in  this  direction,  the  public  will  probably  not  receive,  and  would  certain- 
ly not  notice,  any  benefit  from  it,  as  it  would  only  affect  a  small  portion 
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of  the  expenditure  which  each  branch  of  foreign  trade  renders  necessary 
on  the  part  of  those  who  carrj  it  on.  That  the  shareholders  in  the 
telegraph  companies  should  be  anxious  to  transfer  their  property  to  the 
government  is  not  to  be  wondered  at.  Not  only  have  they  the  prece- 
dent of  the  transfer  of  the  inland  telegraphs  to  make  them  hope  that 
they  will  receive  for  their  property  much  more  than  it  is  worth,  but 
they  would  be  freed  from  what  is  certainly  a  most  harrassing  situation. 
Competition,  though  extremely  useful  to  the  customers,  is  necessarily 
harrassing  to  the  producers  who  are  engaged  in  it,  and  it  is  easy  to 
understand  the  jealousy  with  which  an  old-established  telegraph  com- 
pany regards  every  rival.  The  first  company  which  succeeded  in  laying 
a  cable  across  the  Atlantic  only  did  so  after  several  failures,  and  it  is  no 
doubt  hard  for  those  whose  energy  and  perseverance  at  length  brought 
the  work  to  completion  that  they  should  be  exposed  to  the  rivalry  of 
fresh  adventurers  who  have  profited  by  their  experience  and  wish  to 
share  the  reward  without  bearing  the  burden  and  heat  of  the  day.  It  is 
tantd.lising,  no  doubt,  to  find  that  as  soon  as  one  rival  has  been  quieted 
by  amalgamation,  a  new  one  starts  up,  and  the  cycle  of  ruinous  competi- 
tion, compromise,  and  amalgamation  has  to  be  run  over  again.  But 
though  these  are  hardships,  they  are  not  greater  than  must  be  submitted 
to  in  every  other  branch  of  trade,  and  as  no  one  is  obliged  to  embark  in 
this  particular  business,  no  one  has  much  right  to  complain  if  he  does 
not  gain  as  much  as  he  expected  from  it.  It  is  often  said  that  there  is 
no  real  competition  because  rival  companies  charge  the  same  rates  ;  but, 
as  a  matter  of  fact,  there  has  been  a  great  reduction  of  charges  since  the 
first  cable  was  laid,  and  all  that  can  be  expected  from  competition  is  that 
it  should  cause  the  charge  to  the  customers  to  be  reduced  as  low  as  is 
consistent  with  the  profits  of  the  producers.  If  the  government  were  to 
purchase  the  cables,  it  might  in  the  first  instance  make  a  great  reduction 
in  the  charge,  but  the  public  would  have  no  security  that  another  reduc- 
tion would  be  made  at  any  future  time.  The  government  would  be  as 
anxious  to  secure  a  large  revenue  as  a  company  would  be  to  pay  a  lai^ 
dividend,  and  it  would  be  sheltered  by  a  monopoly  from  the  necessity  of 
altering  its  rates  in  order  to  ensure  custom  as  well  as  of  adopting  im- 
provements in  the  system  of  working. 

In  the  same^way  as  it  is  contended  that  because  the  government 
conveys  the  letters  it  ought  to  convey  telegrams,  so  it  is  argued  that  it 
ought  to  convey  merchandise  and  persons  ftvm  place  to  place,  and  as 
railways  now  afford  the  principal  means  of  conveyance,  the  government 
is  recommended  to  undertake  their  management.  It  cannot  be  con- 
tended that  in  this  country  private  enterprise  is  incapable  of  constracting 
and  working  railways,  for  they  have  been  in  private  hands  from  the 
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firsts  bnt  we  are  asked  to  believe  that  the  State  could  manage  them 
better.  Although  it  is  generally  found  that  when  a  government  competes 
with  private  traders  it  is  beaten  in  the  race^  it  is  still  maintained  that 
railways  would  be,  and  are,  better  managed  by  governments  than  by 
I>rivate  companies  ;  and  all  the  shortcomings  of  the  latter  are  adduced 
as  if  they  were  enough  to  prove  that  the  proposed  new  system  would  be 
better  than  the  old.  Although  it  is  proposed  to  give  a  monopoly  to  the 
government,  the  advocates  of  this  course  think  that  they  cannot  say 
anything  more  damaging  to  the  present  system  than  to  call  it  a  monopoly. 
They  tell  us  that  there  is  no  real  competition  between  railway  companies, 
because,  in  point  of  fact,  wherever  two  lines  connect  the  same  towns, 
the  scales  of  fares  are  sure  to  be  equaL  This  naturally  happens,  but  it 
does  not  follow  that  there  is  no  competition,  as  the  companies  still 
compete  in  the  speed  and  number  of  their  trains,  and  the  fact  that  there 
are  two  lines  prevents  either  from  arbitrarily  raising  its  fares.  The 
essence  of  competition  is  that  the  price  of  the  product  or  service  should 
be  kept  down  to  the  lowest  figure  which  is  consistent  with  the  profit  of 
the  capitalist,  and  there  is  competition  where  all  the  rivals  charge  the 
same  price  just  as  much  as  where  their  prices  are  different.  The  cost  of 
production  is  more  liable  to  variations  than  the  cost  of  conveyance,  and, 
as  a  matter  of  convenience,  it  is  better  for  a  railway  company  to  keep  up 
the  same  scale  of  fares  for  a  considerable  time,  even  though  it  may  cause 
a  loss  ;  but,  nevertheless,  the  public  derives  some  benefit  from  the  actual 
and  possible  competition  of  different  companies.  When  one  company 
has  shown  itself  able  to  pay  a  high  dividend  for  several  years,  its  success 
tempts  enterprising  persons  to  start  a  rival  line  ;  and  though,  as  in  the  - 
case  of  the  telegraphs,  the  rivalry  may  end  in  amalgamation,  there  is 
always  a  chance  of  fresh  rivals  coming  forward.  Indirectly  there  may 
be  competition  between  different  railways  which  do  not  connect  the  same 
places,  as,  for  instance,  between  those  which  start  in  different  directions 
from  London.  A  traveller  who  wishes  to  go  to  the  north  cannot  avail 
himself  of  the  southern  lines,  but  persons  whose  business  compels  them 
to  live  near  London  must  take  into  account  the  scale  of  railway  fares  in 
choosing  their  place  of  residence  ;  and  the  competition  of  the  companies 
for  this  suburban  traffic  must  cstabhsh  some  sort  of  equality  between 
their  fares.  To  say  that  railways  are  a  monopoly  is  hardly  more  true 
than  to  say  that  farming  or  cotton  manufacture  is  a  monopoly,  for  in 
both  cases  the  business  is  confined  to  those  who  choose  to  engage  in  it, 
and  in  both  cases  those  already  engaged  can  obtain  a  certain  advantage 
before  fresh  rivals  have  time  to  enter  the  field.  If  the  Government  were 
to  undertake  the  management  of  the  railways  it  would  establish  a  real 
monopoly,  and  those  who  advocate  such  a  course  do  not  explain  how  it 
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would  be  better  for  the  public  than  the  so-called  monopoly  which  now 
exists.  We  are,  indeed,  told  that  the  Govemment,  being  under  the 
control  of  the  people,  would  be  obliged  to  consult  the  people's  convenience, 
but  the  experience  of  the  post-office  does  not  show  that  government 
officials  are  less  disposed  than  private  companies  to  charge  high  rates,  or 
to  make  vexatious  niles.  The  authority  of  parliament  has  sometimes 
proved  sufficient  to  prevent  obnoxious  innovations  from  being  persisted 
in,  and  even  to  force  the  adoption  of  a  new  system  on  reluctant  officials^ 
but  the  greater  the  revenue  derived  from  the  railways,  the  more  un\i'iUing 
the  ministry  will  be  to  risk  any  part  of  it  in  novel  experiments  ;  and  it 
is  by  no  means  an  easy  matter  for  parliament  to  carry  through  a  change 
in  spite  of  the  opposition  of  the  officials  concerned.  The  more  functions 
the  administration  is  burdened  with,  the  more  difficult  it  becomes  for 
parliament  to  exercise  an  efiective  control,  and  the  greater  is  the  danger 
that  the  more  important  ones  will  be  sacrificed  to  the  less  important. 

As  in  the  case  of  the  telegraphs,  an  argument  on  which  great  stress  is 
laid  by  those  who  advocate  the  purchase  of  the  railways  by  the  State, 
is,  that  unity  of  management  would  greatly  reduce  the  cost  of  working. 
Mr.  Lea,  who  brought  the  subject  before  the  House  of  Commons  on 
May  20th,  1873,  referred  to  the  railway  clearing-house,  where  he  had  been 
informed  more  than  a  thousand  clerks  were  employed,  chiefly  in  calculat- 
ing what  payments  were  due  from  different  companies  to  each  other.  If 
all  the  railways  belonged  to  the  State,  it  is  obvious  that  no  labour  of  this 
kind  would  be  any  longer  necessary,  and  the  clerks  might  be  employed 
in  some  more  useful  manner.  Much  waste  is  now  incurred  in  cases  where 
carriages  belonging  to  one  company  have  been  allowed  to  nm  over  the 
lines  of  another,  but  are  not  allowed  to  be  used  by  the  latter,  but  must 
be  returned  empty.  All  this  would  cease  whenever  a  single  pro- 
prietor came  into  possession  of  all  the  lines,  and  there  would  doubtless 
be  a  large  saving  under  the  head  of  law  expenses  wliich  now  represents 
the  cost  of  quarrels  between  different  companies.  On  the  other  hand, 
it  must  be  remembered  tl^at  these  advantages  would  follow  from  amal- 
gamation, whether  carried  out  by  the  government  or  by  private 
agreement ;  and  that  amalgamation  has  already  made  great  progress, 
and  is  likely  to  make  much  more.  Many  of  the  large  lines  now  repre- 
sent the  union  of  more  than  thirty  small  ones,  and  the  process  has  been 
going  on  continually  in  spite  of  the  efforts  of  the  legislature  to  prevent 
it.  Although  there  are  many  objections  to  this  practice,  and  though  the 
legislature  was  fiilly  justified  in  trying  to  prevent  it,  it  possesses  so  many 
advantages,  both  for  railway  officials  and  for  the  public,  that  means  ai-e 
sure  to  be  found  for  continuing  it.  Only  a  few  years  ago  a  scheme  was 
proposed  for  amalgamating  the  southern  lines,  and  if  it  had  been 
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sanctioned  by  Parliament^  the  precedent  would  have  been  followed  in  other 
cases,  and  so  near  an  approach  would  have  been  made  to  unity  of 
management  that  there  would  have  been  small  reason  to  recommend 
State  purchase  in  order  to  obtain  it  completely.    Too  much  stress,  how- 
ever, should  not  be  laid  on  unity  of  management,  for  centralisation  has 
its  defects  as  well  as  its  advantages,  and  the  present  system  intrusts  the 
management  of  the  railways  to  a'  number  of  persons  who  have  a  strong 
interest  in  doing  their  work  well,  while  the  proposed  change  would  hand 
it  over  to  a  body  of  officials  who  would  have  a  vast  system  to  control, 
and  would  have  no  strong  motive  to  do  their  best.    Although  all 
would  be  under  one   management,  yet,  as  the   managers  would  not 
have  the  same  interest  in  securing  economy,  there  would  be  as  much 
waste    from   carelessness    as   there   now   is   from   misdirected   zeal. 
The  cost  of  management  of  the  telegraphs  is  actually  greater  now 
that  they  are  in  the  hands  of  a  public  office  than  it  was  when  they  were 
o\iiied  by  several  companies.*    In  all  discussions  of  this  subject,  great 
stress  is  laid  on  the  frequency  of  railway  accidents  and  the  difficulty 
experienced  by  the  Board  of  Trade  in  enforcing  the  adoption  of  proper 
precautions.      Mr.   R.   B.  Martin,  for  instance,  who   advocates  the 
purchase  of  the  railways  by  the  State,!  cites  several  passages  from  the 
reports  made  to  the  Board  after  various  accidents,  in  which,  of  course, 
each  particular  accident  is  ascribed  to  some  neglect  on  the  part  of  the 
company,  and  he  seems  to  suppose  that  these  are  enough  to  show  that 
some  more  efficient  control  is  required.    But,,  without  impugning  the 
ability  of  the  officials  who  make  these  reports,  it  may  still  be  doubted 
whether  their  evidence  is  sufficient  to  establish  a  general  charge  of  care- 
lessness against  railway  officials.    When  one  of  them  is  sent  down  to 
report  on  the  cause  of  a  particular  accident  it  is  his  duty  to  give  his 
opinion,  and  he  may  be  quite  correct  in  assigning  a  particular  cause  for 
it.     But  in  matters  of  this  sort  there  is  room  for  differences  of  opinion 
among  persons  equally  competent  to  judge,  and  railway  officials  cannot 
be  blamed  for  acting  on  the  advice  of  their  own  engineers,  though 
it  may  be  contrary  to  that  of  those  who  are  consulted  by  the  Board  of 
Trade*    The  opinions  of  the  latter  carry  more  weight  with  the  public, 
perhaps  because  they  are  only  made  known  after  an  accident  when  it  is 
certain  that  some  mistake  has  been  made,  and  railway  directors  say  that 
they  find  it  useless  to  make  any  reply  to  official  censures.    But  it  would 
be  unreasonable  to  suppose  that  great  care  is  not  taken,  because  each 
accident  shows  that  somebody  has  not  done  his  duty.    Whatever  system 

♦  See  Mr.  Jeyons'  Article  on  Post  Office  Telegraph,  "  Fortnightly  Review/' 
December,  1876. 
'f  Journal  of  Statistical  Society,  1878. 
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were  adopted  it  would  still  hare  to  be  worked  by  human  beings,  and 
nothing  can  be  more  unreasonable  than  to  suppose  that  because  one 
system  has  failed  through  human  fallibility,  another  system  would  be 
certain  to  succeed.  Unpunctuality  is  commonly  denounced  as  the  most 
prolific  cause  of  accidents,  and  it  is  urged  that  severe  penalties  on  the 
former  would  aflFord  the  best  means  of  preventing  the  latter.  It  is 
quite  right  that  railway  companies  should  be  made  responsible  for  any 
loss  which  passengers  incur  through  unpunctuality,  for  they  have  con- 
tracted to  convey  people  to  a  given  place  at  a  given  time,  and  the  State 
should  enforce  the  fulfilment  of  this  as  of  other  contracts.  If  it  were 
made  a  simple  and  easy  matter  to  sue  companies  for  compensation  for 
any  loss  occasioned  by  unpunctuality  the  practice  would  no  doubt  be 
checked  and  the  convenience  of  the  public  greatly  promoted.  But  if 
severe  penalties  were  imposed,  the  public  would  probably  find  that  they 
lost  more  than  they  gained  by  greater  punctuality,  for  the  consequence 
would  be  that  the  companies  would  be  obliged  to  allow  the  maximum 
instead  of  the  average  time  for  the  journey,  and  the  great  advantage 
of  speed  would  be  sacrificed  for  the  sake  of  regularity,  which,  after 
all,  could  not  always  be  secured.  The  slower  trains  of  Continental 
railways  do  not  always  keep  their  times  as  it  is  often  erroneously  supposed 
that  they  do,  and  it  is  remarkable  that  those  who  advocate  State  control 
for  the  sake  of  safety  do  not  enter  into  a  comparison  between  Uie 
private  railways  of  England  and  the  State  railways  of  Germany. 
Experience  does  not  teach  us  that  the  control  which  the  government 
exercises  over  the  navy  is  enough  to  prevent  loss  of  life.  The  loss  of 
the  '^Oaptain''  in  1870,  the  most  serious  disaster  which  has  befaUen 
the  English  navy  for  several  years,  was  directly  brought  about  by  thak 
very  deference  to  public  opinion  which  is  spoken  of  as  such  a  great 
advantage  in  the  management  of  government  business.  The  ship  was 
built  on  what  turned  out  to  be  an  unsound  plan,  in  spite  of  the  opposition 
of  the  official  whose  business  it  was  to  decide  on  the  merits  of  different 
systems  of  construction,  and  in  order  to  satisfy  outside  critics.  The 
indiflFerenoe  of  railway  companies  to  new  inventions  and  hostile  cri- 
ticisms is  ofl}en  made  a  subject  for  jests  and  complaints,  but  it  is  better 
than  the  weakness  which  adopts  unsafe  plans  merely  in  order  to  quiet 
troublesome  complaints.  If  the  English  Grovernment  were  to  undertake 
the  management  of  the  railways,  it  would  most  probably  claim  the  same 
irresponsibility  which  has  hitherto  been  conceded  in  the  case  of  the  post- 
office  and  the  telegraphs ;  and  there  would  then  be  even  less  inducement 
than  at  present  to  railway  officials  to  do  their  work  punctually  and  welL 
Under  the  present  system,  a  railway  accident  affects  the  dividend  of  a 
particular  company,  but  it  does  no  harm  to  the  country  at  large ;  bat  if 
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all  the  railways  belonged  to  the  State^  the  revenue  would  be  affected  by 
every  seriong  accident^  and  the  government  would  be  sure  to  come  in  for 
some  share  of  unpopularity.  Already  there  is  mischief  enough  due  to  a 
necessity  of  maintaining  public  dockyards  for  the  use  of  the  navy.  At 
the  last  two  general  elections  the  dockyard  towns  returned  members 
opposed  to  the  government  of  the  day,  and  throughout  the  country 
successive  ministries  have  been  denounced  and  have  certainly  lost 
votes  on  account  of  simply  performing  their  duty  in  reducing  the  cost  of 
the  dockyards.  With  so  large  a  system  as  that  of  the  railways  of  the 
United  Kingdom  difficulties  and  (Usputes  are  sure  to  arise,  and  when- 
ever the  ministry  decide  against  the  wishes  of  a  small  section  they 
are  sure  to  lose  more  by  offending  an  interested  minority  than  they  gain 
by  attending  to  the  welfare  of  an  indifferent  majority.  Mr.  Lea  thinks 
this  a  matter  of  no  importance,  and  that  the  government  is  better  able 
to  deal  with  questions  of  work  and  wages  than  the  companies.  When 
bating  of  this  subject  in  his  speech  in  the  House  of  Commons,  he 
says : — **  Then  my  honourable  friend,  the  member  for  Rochester,  referred 
to  the  difficulties  of  controlling  the  operatives,  and  talked  of  gigantic 
nnions^and  strikes.  I  say  we  have  as  much,  and  more,  fear  of  that  at 
the  present  time.  And  who  is  there  so  proper  to  deal  with  that  as  the 
government,  who  would  be  compelled  to  see  that  justice  was  done  to  the 
employ^  as  well  as  the  public,  and  who  would  have  the  power  of  contix>l- 
ling  such  organisation  as  might  exist.  But  what  are  the  facts  of  the  case  ? 
We  have  had  strikes  amongst  engine-drivers  and  porters,  but  when 
have  we  ever  had  a  strike  amongst  dockyard  men  or  any  other  govern- 
ment servants?"*  If  we  have  not  yet  heard  of  a  strike  amongst  dock 
labourers,  we  have  had  one  among  telegraph  clerks,  and  another  among 
the  Metropolitan  Police.  The  latter  was  called  a  mutiny,  and  punished 
as  such ;  but  a  mere  change  of  name  cannot  alter  the  &ct,  nor  prove 
that  the  government  can  manage  its  dealings  with  its  employ^  better 
than  a  private  company  can.  We  have  had  something  like  a  strike 
among  post-office  sorters,  and  the  greater  the  number  of  functions 
which  the  government  undertakes,  the  greater  is  the  risk  of  incurring 
odium  through  acts  which  would  pass  unnoticed  if  done  by  private 
individuals.  The  whole  community  is  injured  when  a  ministiy  whose 
general  policy  satisfies  the  country  is  forced  to  resign  by  a  clamour 
raised  against  acts  for  which  the  ministers  are  nominally  responsible  but 
of  which  they  can  know  but  little  and  cannot  avoid  sanctioning  without 
a  gross  breach  of  duty.  If  every  railway  accident  is  to  be  made  an 
excuse  for  attacking  the  ministry  in  the  same  way  as  a  naval  disaster  now 

*  "  Parchaae  of  the  Rulways  by  th«  State/*  p.  26. 
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is,  it  is  plain  that  much  of  the  time,  both  of  the  ministers  and  of  Parlia- 
ment, will  be  wasted  in  futile  discussions,  to  the  exclusion  of  really 
important  matters  concerning  the  defence  of  the  country,  and  the  admin- 
istration of  justice. 

The  question  assumes  a  different  aspect  in  different  countries,  and 
there  may  be  special  reasons  why  the  government  of  one  country  should 
undertake  the  management  of  railways  which  do  not  apply  to  others. 
The  policy  of  the  Indian  Government  in  guaranteeing  a  certain  profit  to 
railway  companies  is  defended  on  the  ground  of  mih'tary  necessity ;  and, 
if  it  be  true  that  the  construction  of  a  system  of  railways  makes  it  easier 
to  suppress  an  insurrection,  it  can  hardly  be  said  that  the  Goyemment 
is  exceeding  its  functions  in  adopting  this  policy.    But  it  may  be  doubted 
whether  Indian  railways  afford  much  assistance  to  trade,  and,  as  they  are, 
with  two  or  three  exceptions,  a  source  of  expense  to  the  Government, 
traders  and  the  community  at  large  must  lose  as  much  by  paying  higher 
taxes  as  they  gain  by  cheap  transport.     In  Australia;  where  it  is  a  com- 
mon practice  for  the  State  to  construct  and  manage  railways,  the  people 
are  made  the  victims  of  an  amount  of  jobbery  which,  if  not  greater  than 
what  prevails  in  England,  is  more  injurious  to  the  whole  communifcy. 
Mr.  TroUope  has  given  us  an  instance  of  the  way  in  which  public  money 
is  squandered  in  New  Zealand.    A  proposal  was  made  for  a  railway  in 
the  Southern  province,  three  hundred  miles  long,  but  the  Northern 
members  of  Parliament  refused  to  support  it  unless  their  province  re- 
ceived a  railway  also.     When  they  were  told  that  the  population  of 
their  province  was  only  one-tenth  of  that  of  the  Southern,  they  still 
insisted  that  they  ought  to  have  a  railway  of  proportionate  length,  and 
a  line  was  accordingly  built,  thirty  miles  long.    It  is  practically  useless, 
for  the  merchandise  which  might  supply  it  has  to  be  brought  from  a 
great  distance  by  horses  or  bullocks,  and  it  is  not  worth  while  to  transfer 
it  to  the  railway  when  the  journey  is  nearly  done.    Mr.  TroUope  visited 
it,  and  on  asking  whether  it  paid  its  expenses,  was  told  that  it  did  not 
even  pay  for  the  grease  used  on  the  carriage-wheels.    There  are  many 
branch  lines  in  England  the  working  expenses  of  which  exceed  the 
receipts,  but  these  are  generally  constructed  at  the  expense  of  individuals 
who  live  in  the  neighbourhood  and  gain  in  convenience  what  they  lose 
in  money,  and,  at  all  events,  whoever  loses  has  entered  into  the  risk  of 
his  own  accord.    One  consequence  which  would  follow  from  the  absorp- 
tion of  the  railways  by  the  State,  should  such  a  course  ever  be  resolved 
on  in  this  country,  may  be  thought  worth  pointing  out.    It  would  be 
necessary  to  compensate  all  the  holders  of  shares  and  debentores,  and 
the  simplest  way  of  doing  so  would  be  to  create  a  large  amount  of  con- 
sols or  some  similar  stock.    The  present  value  of  the  railways  is  computed 
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at  fifteen  milliards,  and  as  the  interest  on  this  enormous  sum  would 
have  to  be  paid  by  the  Bank  of  England  instead  of  by  private  and 
joint-stock  banks  as  is  now  done,  the  latter  would  be  at  once  deprived 
of  a  great  part  of  their  business.  The  private  banks,  which  even  at 
present  are  losing  ground,  would  probably  suffer  so  much  from  the 
change  that  many  of  them  would  be  wound-up  or  amalgamated,  and  a 
further  stimulus  would  be  given  to  the  movement  which  is  now  bringing 
banking  into  the  hands  of  joint-stock  companies. 

The  object  of  the  preceding  remarks  has  been  to  show  cause  why  the 
government  should  not  undertake  certain  functions  which  have  often* 
been  assigned  to  it.  It  must  not  be  thonght,  however,  that  because 
State  interference  in  these  matters  is  injurious  it  is  therefore  possible  to 
dispense  with  government  altogether.  On  the  contrary,  the  more  the 
action  of  government  is  restricted  to  the  single  task  of  protecting  its 
subjects,  the  more  benefit  will  they  derive  from  it  and  the  more 
thoroughly  will  its  work  be  done.  In  order  that  every  subject  may 
leaQy  obtain  protection  ft-om  the  government,  it  is  necessary  that  the 
latter  should  either  have  the  power  of  obtaining  labour  gratis,  or  should 
be  furnished  with  the  means  of  hiring  as  many  servants  as  it  requires. 
Both  these  courses  are  adopted  by  different  governments,  but  the  latter 
is  resorted  to  more  and  more  frequently  as  civilization  advances.  In  one 
respect,  indeed,  modern  nations  are  now  returning  to  the  ancient 
practice,  and  instead  of  hiring  volunteers  to  perform  military  service, 
are  now  compelling  all  able-bodied  citizens  to  undergo  a  military  training 
and  to  serve  in  the  field  when  required.  In  England,  where  this  innovation 
has  not  yet  been  adopted,  it  naturally  meets  with  little  favour,  and  is 
denoimced  as  a  great  interference  with  liberty.  But  whatever  objection 
may  be  justly,  made  to  the  practice  of  universal  conscription,  it  cannot 
be  maintained  that  a  government  which  enforces  it  is  exceeding  its 
proper  functions.  In  order  that  a  government  may  protect  its  citizens 
it  must  be  able  to  protect  itself,  and  it  may  fairly  call  upon  them  to 
make  whatever  sacrifices  are  necessary  to  defend  it  against  attack 
whether  from  within  or  from  without.  As  far  as  liberty  is  concerned,  it 
is  just  as  much  infringed  by  taxing  a  subject  in  order  to  pay  for  the 
support  of  a  standing  army  as  it  is  by  exacting  military  service  from 
him.  In  both  cases  the  government  may  reasonably  say  to  the  citizen 
who  would  refuse  the  demand,  that  if  he  will  not  protect  the  State,  the 
State  will  not  protect  him,  and  they  offer  him  the  choice  between 
submission  and  outlawry.  Recent  experience  has  shown  that  a  State 
which  has  adopted  universal  conscription  is  more  than  a  match  for  any 
State  of  equal  size  which  has  not  adopted  it,  and,  this  being  so,  it  is  almost 
inevitable  that  when  one  country  has  set  the  example  all  its  neighbours 
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should  follow  it.  At  all  events^  whatever  may  be  thought  of  the  question 
as  one  of  expediency  there  is  nothing  uujust  or  tyrannical  in  taking 
such  a  course.  In  countries  where  military  service  is  optional,  there  are 
many  duties  which  citizens  are  required  to  perform  without  receiving 
any  payment,  such  as  serving  on  juries  and  acting  as  magistrates,  and 
English  law  even  requires  all  citizens  to  aid  the  police  in  seizing 
offenders  on  penalty  of  being  themselves  imprisoned  if  they  refuse  to  do 
so.  But  although  many  services  may  thus  be  rendered,  as  it  were,  in 
kind,  it  is  impossible  that  all  the  work  of  the  government  should  be  done 
by  unpaid  officials.  The  duties  of  many  offices  are  such  that  those  who 
hold  them  must  give  up  their  whole  time  to  their  performance  and 
cannot  labour  to  support  themselves ;  and  it  is  therefore  necessary  that 
the  rest  of  the  community  should  support  them.  Soldiers  who  are  to 
serve  in  a  short  campaign  may  be  compelled  to  do  so  at  their  own 
expense,  but  when  conscripts  are  kept  in  barracks  for  three  years  the 
State  must  make  itself  answerable  for  the  expense  of  feeding  and  clothing 
them.  It  would  be  difficult,  if  not  impossible,  to  provide  military  stores 
and  other  articles  required  by  the  government  by  simply  ordering  the 
manufacturers  to  make  as  much  afi  was  wanted  and  to  supply  it  without 
charge.  To  exact  such  large  quantities  &om  a  particular  class  merely 
because  it  happened  to  possess  the  necessary  skill  for  producing  the 
articles  in  question,  would  be  to  impose  a  very  heavy  and  unfair  burden, 
and  if  such  a  policy  were  persisted  in  it  would  defeat  its  own  end  by 
ruining  the  manufacturers  who  wei;e  the  victims  of  it.  As,  therefore,  it 
is  necessary  that  the  government  should,  in  some  way  or  other,  be 
provided  with  a  revenue,  it  remains  to  be  considered  what  are  the  most 
convenient  methods  of  providing  it.  This  question  depends  in  some 
measure  on  the  functions  which  a  government  is  expected  to  perform. 
When  it  undertakes  to  convey  letters  for  its  subjects  it  can  make  them 
pay  for  the  service  by  simply  fixing  a  charge  for  conveyance  and 
refusing  to  take  letters  wliich  are  not  paid  for.  When  it  undertakes  to 
provide  its  subjects  with  education  it  can  pay  itself  by  oompellmg  all 
parents  who  make  use  of  its  schools  to  pay  such  fees  bs  will  reimburse 
the  expenditure  incurred  in  constructmg  and  maintaining  them.  In 
such  cases  there  is  no  need  of  a  theory  of  taxation,  for  the  consumers  are 
simply  left  to  provide  ss  they  can  the  means  of  paying  for  a  particular 
service.  It  has  been  suggested,  and  Adam  Smith  has  countenanced  the 
suggestion,  that  the  cost  of  administering  justice  might  be  provided  for 
in  the  same  way  by  charging  fees  to  the  suitors.  It  is  perfectly  true, 
as  Adam  Smith  says,  that  the  f^  of  the  judges  and  other  officials  of 
the  law  courts,  form  but  a  smsJl  part  of  the  expenses  of  a  law- 
suit, and  that   the  much  greater   part  which  is   absorbed   by  legal 
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adviaerB  and  advocates  is  usually  bome  by  the  suitors  themselves.  But 
there  is  a  great  diflFerence  between  the  position  of  those  who 
apply  to  a  court  for  justice  and  those  who  wish  to  consume  a  com- 
modity, or  to  obtain  any  ordinary  service.  As  a  rule,  it  is  right 
that  those  who  require  to  obtain  either  the  one  or  the  other 
should  pay  for  it,  as  they  are  the  persons  benefited  by  it ;  but  a  person 
who  applies  for  redress  to  a  law-court  is  not  the  one  who  derives  most 
benefit  from  the  protection  of  the  government  but  the  one  who  has 
been  least  protected,  since  he  has  suffered  an  injury  from  which  the 
government  was  bound  to  defend  him.  To  make  those  who  have  been 
injiired  bear  the  expense  of  redressing  their  own  wrongs  is  to  aggravate 
instead  of  relieving  their  distress,  and  to  throw  the  burden  upon  those 
who  are  least  able  to  bear  it.  It  is  much  as  if  an  insurance  company 
should  refuse  to  replace  a  house  that  has  been  burnt  down  unless  the 
insurer  will  pay  them  over  again  for  doing  what  they  have  bound  them- 
selves to  perform.  It  is  singular  that  sixty  years  after  Bentham's 
vigorous  protest  against  law  taxes,  the  practice  should  still  be  retained 
of  compelling  litigants  to  pay*  fees  on  applying  to  our  law  courts  for 
redress  of  grievances.  It  may  be  thought  that  as  the  defeated  party  is 
ordered  to  pay  the  costs,  the  party  who  is  in  tbe  right  suffers  no  loss  ; 
but,  in  fact,  there  are  many  cases  in  which  the  loser  is  unable  to  pay 
and  the  winner  is  held  responsible,  while  there  are  many  which  are  com- 
promised and  each  side  has  to  pay  its  own  costs,  and  there  must  be 
many  more  in  which  persons  are  deterred  from  going  on  with  a  suit  by 
the  amount  of  the  preliminary  expenses  which  must  be  undergone  before 
the  case  is  decided.  Instead  of  throwing  on  the  suitors  the  whole 
expense  of  mauitaiumg  the  law  courts  the  government  ought  to  relieve 
them  from  the  very  heavy  burden  to  which  they  are  now  subjected  by 
being  made  to  pay  the  fees  of  their  solicitors  and  counsel.  The  govern- 
ment cannot  be  said  to  protect  its  subjects  when  it  only  affords  redress 
to  those  who  are  able  and  willing,  after  having  suffered  an  injury,  to 
incur  a  heavy  expense  for  the  sake  of  redressing  it.  In  some  cases, 
indeed,  as  in  those  of  murder,  theft,  and  a  few  other  offences  which  are 
regarded  as  more  particularly  dangerous  to  society,  the  government  does 
undertake  to  pay  the  expenses  of  the  prosecution  ;  but,  even  here,  the 
scale  of  payment  is  often  too  low  to  secure  that  the  work  should  be 
efficiently  done,  and  in  those  numerous  and  expensive  cases  which  occupy 
most  of  the  time  of  the  superior  courts  the  suitors  have  to  bear  the 
whole  of  the  expense.  The  question  is  not  free  from  difficulty,  for  if  the 
government  has  to  pay  it  will  naturally  fix  a  moderate  scale  of  payment, 
while  the  suitors,  if  conducting  their  own  case,  can  obtain  the  ablest 
ooonse   by  offering  high  fees,  and  many  would  probably  prefer  to  run 
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such  a  risk  for  the  hope  of  winning  the  case.  But  whatever  practical 
difficulties  there  may  be  in  the  way,  some  means  ought  to  be  found  of 
oyercoming  them  and  of  rendering  legal  protection  something  more 
than  the  mere  name  which  it  must  be  when  it  is  denied  to  all  except 
those  who  are  rich  enough  to  disregard  expense.  In  the  case  of  protec- 
tion by  force  of  arms  against  foreign  aggression  it  would  be  impossible 
for  the  government  to  charge  for  the  service  whenever  and  in  proportion 
as  it  is  furnished  to  its  subjects,  for,  in  order  that  such  protection  may 
be  of  any  use,  an  army  must  be  maintained  in  time  of  peace,  and  when 
war  comes  the  inhabitants  of  the  invaded  districts  are  quite  unable 
to  bear  the  expense  of  protecting  themselves,  and  it  must  be  borne  by 
the  rest  of  the  country.  A  revenue,  therefore,  must  be  provided  in 
some  way,  and  the  position  of  a  government  is  so  different  from  that  of 
private  individuals  that  it  must  resort  to  peculiar  methods  in  order  to 
obtain  it.  A  private  trader  has  only  to  fix  a  certain  charge  for  the 
service  which  he  renders  to  his  customers,  and  can  leave  them  to  provide 
the  money  as  best  they  can.  A  charitable  society  can  leave  its  sub- 
scribers to  decide  how  much  they  will  give  and  the  time  and  manner 
of  giving  it.  But  neither  of  these  courses  is  open  to  a  government, 
which  must  support  itself  at  all  hazards,  and  can  neither  allow  its  sub- 
jects to  dispense  with  its  services  when  they  please,  nor  place  itself  in 
the  precarious  condition  of  all  bodies  which  depend  on  voluntary  benevo- 
lence. In  the  heat  of  a  civil  war,  very  large  contributions  have  often 
been  made  by  partisans  of  their  own  free  will ;  but,  even  in  such  cases, 
private  generosity  has  always  proved  unequal  to  the  burden  of  supporting 
the  war,  and  the  party  which  depends  upon  it  is  sure  to  yield  to  that 
which  can  rely  on  methodical  taxation.  As  it  is  necessary  to  resort  to 
taxation  of  some  kind,  the  question  of  the  best  method  or  methods 
of  doing  so  is  of  great  importance,  and  will  be  considered  in  the  two 
following  chapters. 
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PRINCIPLES   OP  TAXATION — LEGACY   DUTIES — ^INCOME   TAX — ^TAXES   ON 

HOUSES — TAXES   ON   LUXURIES — ^LICENSE  DUTIES — ^TAXES  ON 
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The  object  to  be  kept  in  view  in  all  systems  of  taxation  is  that  of 
taking  nothing  from  the  taxpayers  beyond  what  is  absolutely  necessary 
lo  support  the  goyernment,  and  ayoiding  all  interference  with  the 
industry  of  the  country  and  with  the  ways  in  which  people  would  spend 
their  money  if  they  were  untaxed.  An  ideal  tax  would  produce  no  more 
inconvenience  to  those  w^ho  had  to  pay  it  than  a  payment  of  equal 
amonnt  for  any  service  which  they  wished  to  obtain.  It  is  scarcely 
possible  that  any  tax  should  attain  this  perfection,  much  less  that  a  large 
revenue  should  be  derived  from  a  number  of  taxes  all  perfect  in  this 
respect,  and  all  that  can  be  hoped  for,  is,  that  the  least  objectionable 
taxes  should  be  retained,  and  that  the  whole  system  of  taxation  should 
be  BO  planned  as  not  to  inflict  any  heavy  burden  on  the  people  without 
absolute  necessity.  But,  in  order  to  attain  even  this,  it  is  well  to  bear 
in  mind  the  characteristics  of  a  perfect  tax,  in  order  that  any  tax  which 
is  established  or  proposed  may  be  tried  by  certain  fixed  canons,  and  its 
merits  or  defects  at  once  perceived.  Adam  Smith  has  laid  down  four 
fundamental  maxims  respecting  taxation  which  are  admirably  fitted  to 
serve  for  a  test  of  this  kind.  First,  a  tax  should  press  upon  every 
citizen  in  proportion  to  his  ability  to  pay.  Second,  there  should  be  no 
uncertainty  as  to  the  amount  which  each  person  may  be  called  on  to 
contribute.  Third,  it  should  be  levied  at  the  time,  and  in  the  manner 
most  convenient  to  the  contributors  ;  and,  lastly,  it  should  take  as  little 
as  possible  out*  of  the  pockets  of  the  people  beyond  what  it  brings  into 
the  Treasury.  Even  the  first  of  these  rules  is  very  difiicult,  or  rather 
impossible,  to  apply,  and  it  is  not  easy  to  give  any  completely  satisfactory 
explanation  of  its  meaning.  In  what  sense  is  it  true  that  two  persons 
who  have  equal  incomes  are  equally  able  to  bear  taxes  ?  And,  if  a  dis- 
tinction is  to  be  made  between  life  annuities  and  incomes  derived  from 
land  or  investments,  how  is  the  value  of  each  class  of  incomes  to  be 
calculated  ?  What,  again,  is  to  be  done  in  order  to  establish  an  equality 
between  large  and  small  incomes  in  the  matter  of  taxation  ?  It  is  often 
contended  that  a- labourer  who  pays  a  tax  of  10  per  cent,  on  his  wages 
makes  a  greater  sacrifice  than  a  millionaire  who  pays  an  equal  proportion 
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of  his  income,  and  if  this  be  admitted,  what  steps  can  be  taken  to 
remedy  the  inequality  ?  Bentham's  suggestion  that  the  State  should  fix 
a  certain  sum  as  being  necessary  to  support  life,  and  should  merely  tax 
the  excess  of  a  person's  income  beyond  this  amount  is  a  good  one,  and  has 
been  very  properly  acted  on  in  the  assessment  of  our  present  income-tax, 
but  it  is  nothing  more  than  a  rough  guess,  and  our  application  of  it  deals 
with  only  one  tax,  while  those  who  are  relieved  by  it  are  required  to 
pay  taxes  on  some  of  the  principal  articles  of  their_  consumption. 
But,  however  difficult  it  may  be  to  establish  perfect  equality,  it  is 
necessary  to  keep  the  object  steadily  in  view,  and  to  levy  taxes  on  such  a 
principle  that  the  wealthy  shall  pay  more  than  those  of  moderate  means; 
and  these,  again,  more  than  the  poor.  To  say  that  it  is  unequal,  is  not 
in  itself  enough  to  condemn  any  tax,  provided  that  those  who  are  favoured 
in  its  imposition  are  compelled  in  their  turn  to  contribute  to  some  other 
tax  which  presses  more  lightly  on  those  who  are  heavily  burdened  by  the 
first.  The  duties  now  charged  on  tea  and  tobacco  press  more  hardly  on 
thQ  labouring  classes  than  on  the  rich,  but  these  in  their  turn  are 
subjected  to  an  income-tax  and  other  imposts  from  which  the  labouring 
classes  are  exempted ;  and  none  of  these  taxes  can  be  condenmed  as 
unfair  unless  it  can  be  shown  that  the  whole  burden  of  taxation  presses 
more  heavily  upon  one  class  than  upon  another.  Some  persons  are  of 
opinion  that  the  poor  should  be  altogether  exempted  from  taxation,  while 
others  maintain  that  the  rich  ought  to  be  made  to  contribute  in  a  higher 
and  higher  proportion  as  then:  wealth  increases.  As,  however,  the  poor 
are  certainly  benefited  by  the  protection  which  the  government  affords 
them,  there  is  no  more  reason  why  they  should  be  excused  from  paying 
for  it  than  for  the  articles  which  they  consume.  In  that  imaginary 
state  of  things  in  which  the  labourers  earn  no  more  than  is  absolutely 
necessary  to  support  them,  it  would,  of  course,  be  impossible  to  tax 
them,  because  whatever  was  taken  from  them  would  be  replaced  at  the 
expense  of  other  classes  who  would  really  pay  the  tax ;  but  even  in  such 
a  case,  taxing  the  labourer  would  simply  be  futile,  not  oppressive,  or 
unjust.  The  proposal  of  a  gi*aduated  tax  to  increase  in  proportion  to  a 
person's  wealth  indicates  a  desire  to  use  government  as  a  machinery  for 
redressing  the  inequalities  of  wealth,  and  cannot  be  countenanced  by 
anyone  who  regards  a  government  a£  an  association  for  protecting  its 
members  in  the  enjoyment  of  as  much  liberty  as  can  be  granted  to  each 
without  interfering  with  that  of  the  rest.  The  second  of  Adam  Smith's 
maxims  is  one  which  is  so  uniformly  acted  on  in  this  country  that  its 
expediency  hardly  needs  to  be  pointed  out.  But  in  other  ages,  and  other 
countries,  it  has  been  so  shamefully  neglected  that  the  taxpayers  have 
suffered  more  from  the  arbitrary  manner  in  which  the  taxes  were  levied 
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than  they  would  have  done  if  twice  as  much  had  been  taken  from  them 
on  a  more  regular  system.  This  was  particularly  the  case  in  France 
before  the  revolution,  and  is  still  the  case  in  Oriental  countries.  The 
occasion  of  the  insurrection  in  Herzegovina  in  1875  was  the  oppression 
exercised  by  those  who  had  farmed  the  tithes  of  certain  districts^  and 
who  strove  to  extort  from  the  peasantry  more  than  the  latter  had 
been  led  to  suppose  that  they  would  have  to  pay.  And  even  in  British 
India  it  is  found  that  the  imposition  of  an  income-tax  leads  to  much 
capricious  tyranny  on  the  part  of  the  subordinate  officials  who  are 
employed  to  assess  it.  The  third  rule  is  one  which  should  alwa^rs  be 
kept  in  view  in  regulating  the  times  at  which  particular  taxes  shall  be 
paid.  Those  which  are  to  be  paid  by  farmers  or  landowners  should  be 
levied  at  the  same  time  as  rents  are  usually  paid,  and  an  income-tax  on 
possessors  of  stocks  or  scares  should  he  levied  at  the  time  when  the 
dividends  are  paid.  It  is  one  of  the  chief  merits  of  customs  duties 
that  the  consumers  upon  whom  the  tax  ultimately  falls  pay  it  by  instal- 
ments at  the  time  when  they  purchase  the  articles,  so  that  they  hardly 
know  that  they  are  paying  it  at  all.  The  fourth  rule  is  apt  to  be  violated 
whenever  the  system  of  farming  taxes  is  put  into  operation,  for  the  care- 
lessness with  which  government  busineiss  is  too  often  managed  prevents 
the  contracts  from  being  properly  revised,  and  the  people  are  compelled  to 
go  on  paying  constantly  increasing  taxes  while  the  revenue  received  by  the 
government  remains  the  same  as  before.  At  the  Accession  of  Henry 
IV.  of  France,  the  net  revenue  received  by  the  government  was  not  so 
much  as  one^ixth  of  the  taxes  paid  by  the  people.  Almost  the  only 
instance  in  which  a  tax  is  farmed  in  this  country  is  that  of  the  turnpike- 
rates,  but  it  does  not  appear  that  any  hardship  is  inflicted  on  those  who 
use  the  highways,  as  sufficient  care  is  exercised  in  making  and  renewing 
the  farming  contracts. 

Taxes  are  commonly  divided  into  two  classes,  according  as  they  are 
imposed  directly  on  the  persons  w^hom  the  government  intends  shall  pay 
it  or  on  persons  who  are  expected  to  be  able  to  throw  the  burden  on  to 
the  shoulders  of  others.  To  the  former  class  the  name  of  "direct,"  and 
to  the  latter  that  of  "indirect"  is  generally  given.  Mr.  Lowe,  on  one 
occasion,  spoke  in  the  House  of  Commons  of  a  third  class,  which  he 
called  neutral,  but  he  probably  referred  to  the  charges  made  by  the  post- 
office,  and  the  rent  of  the  Grown  lands,  which  cannot  be  considered  as 
taxes  at  all.  The  former  are  a  payment  for  work  done,  and  the  latter 
are  the  result  of  a  competition  among  tenants  for  the  privilege  of  usmg 
superior  land,  and  both  would  have  to  be  paid  if  the  government  did  not 
exist.  Each  class  has  its  peculiar  merits  and  defects,  and  naturally  each 
has  its  partisans  and  opponents,  but  there  are  probably  no  governments 
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which  have  fully  oommitted  themselves  to  the  adoption  of  one  STstem 
and  total  exclusion  of  the  other.  Direct  taxation  is  recommended  on  the 
ground  that  the  contributors  are  made  to  feel  how  much  they  are  paying ; 
and  therefore  induced  to  keep  a  vigilant  control  over  the  conduct  of  their 
government  and  prevent  it  from  incurring  useless  expenditure.  In- 
direct taxation,  on  the  other  hand,  is  recommended  on  exactly  the  oppo- 
site ground,  that  it  enables  the  government  to  procure  a  sufficient 
revenue  without  obtruding  on  the  people  the  fact  that  they  are  taxed 
in  order  to  provide  it.  In  a  country  where  a  large  part  of  the  public 
expenditure  consists  of  the  interest  of  the  national  debt,  there  might  be 
some  reason  to-fear  that  if  the  whole  revenue  were  raised  by  direct  taxa- 
tion the  people  would  refuse  to  submit  to  the  burden  and  would  prefer 
to  face  the  disgrace  of  repudiation.  Indirect  taxes  are  certainly  more 
popular,  and  statesmen  who  see  the  necessity  of  certain  expenditure  are 
naturally  inclined  to  propose  a  scheme  of  taxation  which  will  be  cheer- 
fully submitted  to.  The  chief  objection,  however,  to  indirect  taxes 
is,  that  it  is  more  difficult  to  calculate  their  effects,  and  that  they  are 
more  apt  to  interfere  with  the  natural  course  of  industry  and  trade.  The 
general  and  special  objections  of  this  kind  will  be  more  ftilly  considered 
in  the  next  chapter,  while  the  present  will  be  devoted  to  the  examina- 
tion of  particular  classes  of  direct  taxes. 

When  it  is  desired  to  tax  individuals  in  proportion  to  their  wealth,  the 
attempt  may  be  made  by  an  assessment  on  their  incomes,  or  by  one  on 
the  principal  of  the  property  from  which  their  incomes  are  derived. 
A  convenient  mode  of  effecting  the  latter  is  to  tax  property  whenever 
it  passes  from  the  dead  to  the  living.  In  almost  all  cases  where  the 
property  is  at  all  considerable  some  intervention  of  authority  is  needed 
to  secure  that  it  should  be  handed  over  to  those  who  are  by  law  entitled 
to  receive  it,  and  the  government  can  easily  take  this  opportunity  of 
ascertaining  its  amount  and  deducting  a  certain  portion  from  it.  In 
most  cases,  the  time  when  a  person  succeeds  to  property  is  the  most 
convenient  time  at  which  he  can  pay  taxes  ;  and,  provided  these  are  not 
excessive,  taxes  of  this  sort  are  paid  with  less  hardship  and  complaint 
than  any  other  of  whose  payment  the  contributor  is  fully  conscious.  In 
spite,  however,  of  the  obvious  advantages  which  distinguish  these  taxes, 
an  objection  has  been  made  to  them,  which,  as  it  is  founded  on  eco- 
nomic reasoning  and  supported  by  the  authority  of  Ricardo,  requires  to 
be  noticed.  "  It  should  be  the  policy  of  governments,"  he  says,  "never 
to  levy  such  taxes  as  will  inevitably  fall  on  capital,  since,  by  so  doing, 
they  impair  the  funds  for  the  maintenance  of  labour,  and  thereby  dimin- 
ish the  future  production  of  the  country.  In  England  this  policy  has 
been  neglected  in  taxing  the  probates  of  wills  in  the  legacy  duty,  and  in 
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all  taxes  affecting  the  transference  of  property  from  the  dead  to  the 
living.  If  a  legacy  of  £1,000  be  subject  to  a  tax  of  £100,  the  legatee 
considers  his  legacy  as  only  £900,  and  feels  no  particular  motive  to  save 
the  £100  duty  ixom  his  expenditure,  and  thus  the  capital  of  the  country 
is  diminished  ;  but  if  he  had  really  received  £1,000  and  had  been  re- 
quired to  pay  £100  as  a  tax  on  income,  on  wine,  on  horses,  or  on  ser- 
vants, he  would  probably  have  diminished,  or  rather  not  increased,  his 
expenditure  by  that  sum,  and  the  capital  of  the  country  would  have  been 
unimpaired."  (chap,  viii.)  It  is,  no  doubt,  important  that  taxation 
should  not  be  levied  in  such  a  way  as  to  diminish  the  capital  of  the 
country  and  to  dry  up  the  sources  from  which  future  taxation  must  be 
supplied,  but  it  is  easy  to  see,  and  Eicardo  saw  plainly  enough,  that  the 
result  depends  much  more  on  the  amount  of  taxation  than  on  the  parti- 
cular manner  in  which  it  is  levied.  An  income-tax  may,  as  he  says, 
be  BO  heavy  that  those  who  have  to  pay  it  will  rather  deduct  something 
from  their  principal  than  forego  some  part  of  their  usual  expenditure, 
and  a  tax  on  the  value  of  property  may  be  so  light  that  its  owners  can 
afford  to  pay  it  out  of  income.  There  are  many  considerations  which 
indicate  that  a  reasonable  legacy-tax  can  have  no  such  effect  as  Ricardo 
ascribes  to  it.  In  the  first  place,  in  those  numerous  cases  where  property 
passes  to  children  who  have  been  living  with  their  parents,  they  have 
been  practically  enjoying  the  use  of  it  although  they  were  not  the  legal 
owners ;  and  if  the  tax  really  took  away  any  considerable  part  of 
the  property  they  would  have  every  inducement  to  make  up  for 
it  by  greater  economy.  In  the  second  place,  the  capital  of  a  country 
depends  very  little  for  its  maintenance  on  the  efforts  of  persons  who 
are  content  to  live  up  to  their  income  without  trying  to  increase  it 
by  fresh  savings.  Those  who  really  increase  the  wealth  of  a  country  are 
the  industrious  persons  w^ho  live  within  their  incomes,  and  make  steady, 
continuous  efforts  to  increase  them  by  well-directed  labour.  A  legacy 
tax  in  no  way  discourages  them  from  doing  so,  but  in  so  far  as  it  has 
any  effect  upon  them  it  urges  them  to  greater  efforts.  Probate  and 
legacy  duties  have  continued  to  be  charged  ever  since  the  time  when 
Eicardo  wrote,  but  no  one  will  say  that  the  English  people  have  con- 
tracted thriftless  habits,  or  that  the  wealth  of  the  country  has  not  largely 
increased.  If,  instead  of  fixing  our  attention  on  money,  we  turn  to  the 
land  where  the  food  of  the  people  is  actually  produced,  we  see  at  once 
how  little  reason  there  is  to  fear  that  its  production  will  be  seriously 
checked  by  such  taxes.  The  mere  fact  that  these  have  to  be  paid 
wheneyer  a  farmer  dies,  cannot  make  farmers,  as  a  class,  indifferent  to 
the  advantages  of  rendering  their  lands  as  productive  as  possible,  of  doing 
their  best  to  obtain  access  to  good  markets,  or  of  laying  by  a  sufScient 
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provision  for  their  families.  So  long  as  thej  do  these  things  they /will 
increase  the  capacity  of  the  country  to  maintain  labourers^  and  these,  in 
turn,  will  find  productive  occupations  for  themselves,  and  the  wealth  of 
the  country  will  be  increased.  It  is  only  when  a  tax  of  this  kind  is 
arbitrary  and  excessive,  when,  as  in  some  Mahometan  countries,  the 
sovereign  confiscates  the  whole  property  of  deceased  officials,  that  ifc^can 
be  expected  to  have  much  effect  in  discouraging  thrift.  If  those  who 
accumulate  riches  know  that  their  families  will,  after  their  death,  have 
no  share  in  what  they  leave  behind,  they  are  obviously  tempted  either  to 
spend  as  much  as  possible  during  their  lives,  or  to- store  their  wealth  in 
some  such  form  as  gold  or  jewels  in  order  to  elude  the  rapacity  of  the 
government.  Industrious  people  may  be  driven  to  leave  the  country 
where  such  a  system  prevails,  and  fly  to  one  where  taxes  are  levied  on  a 
more  rational  system.  Thus,  legacy  duties  may  have  the  effect  of 
diminishing  the  capital  of  a  country,  but  it  is  only  when  levied  in  an 
arbitrary  manner ;  and  any  tax  so  levied  would  have  the  same  effect. 

Although  these  taxes  are  unexceptionable  in  principle,  the  mode  in 
which  they  are  now  levied  in  this  country  is  open  to  various  objections. 
They  ought  to  be  imposed  in  proportion  to  the  value  of  the  estates 
subject  to  them,  and  to  be  collected  in  such  a  way  as  to  be  as  Uttle  as 
possible  inconvenient  to  those  who  have  to  pay  them,  but  they  do  not 
comply  with  either  of  these  conditions.  They  consist  of  three  classes, 
probate,  succession,  and  legacy  duties,  none  of  which  are  altogether  free 
from  objections  on  the  score  of  inequality.  The  probate  duty,  which  is 
charged  on  estates  before  the  executors  or  administrators  are  allowed  to 
take  possession  of  the  property,  is  not  fairly  imposed  in  proportion  to  the 
estates  subject  to  it.  Surprise  has  often  been  expressed  at  the  fact  that  a 
higher  duty  is  charged  on  the  property  of  an  intestate  than  on  that  of  a 
person  who  has  left  a  will.  It  is  suggested  that  if  the  law  is  to  favour 
one  class  at  the  expense  of  the  other,  it  ought  to  prefer  those  who  have 
been  content  to  let  their  property  be  divided  as  the  law  directs  to  those 
who  have  thought  it  necessary  to  devise  a  scheme  of  their  own.  But  in 
defence  of  the  distinction  it  is  pointed  out  that  the  property  of  an 
intestate  is  divided  among  relatives,  and,  in  most  cases,  among  near 
relatives,  while  there  is  always  a  chance  that  a  will  may  contain  legacies 
to  distant  relatives  or  strangers  in  blood.  The  rates  of  duty  charged  on 
legacies  vary  with  the  degree  of  relationship,  ranging  from  nil  in  the 
case  of  husbands  and  wives  up  to  10  per  cent,  in  the  case  of  strangers, 
and  as  there  is  always  a  probability  that  the  government  will  receive 
more  in  this  way  where  the  deceased  has  left  a  will,  there  is  some 
reason  for  charging  a  higher  probate  duty  in  cases  of  intestacy.  This 
is,  however,  but  a  clumsy  way  of  adjusting  the  burden,  and  a  more 
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simple  one  ought  to  be  adopted.    A  more  serioud'^Hll  Vthe  inequafi^ 
with  which  the  tax  presses  on  large  and  small  estates.    An  esosi^jaf  the '    ^ 
value  of  25,000  francs  pays  a  duty  of  750  francs,  and  an  estate  of  25t\0p(i         ^' 
francs  ought  therefore  to  pay  7,500  francs,  but,  in  fact,  only  pays  5,000-  / 
francs,  while  an  estate  of  25,000,000  francs  pays  only  375,000  francs  ^,     ' 
instead  of  750,000  francs  as  it  ought  to  do.    Thus  the  moderate  fortune 
pays  only  two-thirds,  and  the  vast  fortune  pays  only  one-half  of  what 
would  be  charged  if  a  just  proportion  were  observed.    A  wealthy  man  is 
obviously  quite  able  to  make  as  gi*eat  a  sacrifice  in  proportion  to  his 
wealth  as  one  of  moderate  means,  and  the  injustice  which  is  committed 
by  relieving  him  from  the  necessity  of  doing  so  is  not  remedied  in  any 
other  way,  for  there  is  no  tax  which  presses  with  peculiar  force  on  the 
owners  of  large  personal  estates. 

The  distinction  between  the  rates  charged  on  legacies,  according  as 
the  property  is  real  or  personal,  affords  another  instance  of  an  inequality 
established  for  the  benefit  of  the  classes  whose  influence  is  paramount  iu 
the  legislature.  Nominally,  the  rates  are  the  same  in  both  cases,  but 
there  is  this  important  difference,  that,  whereas  in  the  case  of  personal 
property  they  are  charged  on  its  fiill  value,  they  are,  in  the  case  of  land, 
charged  only  on  its  value  calculated  on  the  assumption  that  the  person 
who  succeeds  to  it  is  only  a  life-tenant.  Where  this  assumption  is  in 
accordance  with  the  facts,  the  practice  is  reasonable,  though  even  in  such 
cases  the  property  will  generally  descend  to  the  life-tenant's  children, 
and  he  is  not  in  the  position  of  an  annuitant ;  but  when  the  successor 
is  a  tenant  in  fee-simple»  who  can  dispose  of  the  estate  in  any  way  he 
pleases,  there  is  no  reason  why  he  should  be  treated  with  more  favour 
than  a  man  who  has  an  equal  fortune  invested  in  the  funds  or  other 
stocks.  Those  who  succeed  to  landed  estates  are  allowed  a  longer  time 
for  paying  the  duty  than  is  the  case  with  those  who  inherit  funded 
property  ;  and  there  is  some  reason  for  this,  as  it  is  notorious  that  rents 
are  less  regularly  paid  than  dividends,  and  it  is  but  fair  that  landlords 
should  have  time  enough  allowed  them  to  provide  the  means  of  paying 
the  tax.  There  is,  no  doubt,  a  stronger  feeling  against  selling  a  portion 
of  a  landed  estate  than  exists  in  the  case  of  such  uninteresting  property 
as  the  public  funds  ;  and  there  is  something  to  be  said  against  imposing 
a  tax  which  would  make  it  necessary  for  landlords  to  diminish  their 
estates  immediately  on  succeeding  to  them.  But  the  resource  of  bor- 
rowing is  always  open  to  those  who  are  called  on  to  pay  a  large  sum, 
but  do  not  wish  to  sell  any  part  of  their  estates,  and  there  is  no  reason 
why  the  possessors  of  landed  property  should  be  subjected  to  a  lower  tax 
unless  it  can  be  shown  that  land  is  subject  to  heavier  burdens  of  some 
other  kind. 
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The  differences  in  the  rate  of  duty  according  to  the  degree  of  relation- 
ship are  not  altogether  free  from  objection.  That  hufibands  and  wives 
should  pay  no  duty  is  reasonable  enough,  for  they  are  always  regarded 
by  the  law  as  one  person,  and  the  transfer  is  not  an  increase  of  the 
wealth  of  the  survivor,  and,  in  the  case  of  widows,  is  generally  accompa- 
nied by  a  pecuniary  loss.  That  chUdren  should  pay  the  lowest  rate  is 
also  reasonable,  but  there  is  no  apparent  necessity  for  making  any  far- 
ther distinction  between  near  and  distant  relatives,  or  between  these  and 
strangers.  In  most  cases,  a  person  is  equally  well  able  to  pay  a  legacy- 
duty  whether  he  succeeds  to  a  brother,  a  cousin,  or  a  stranger  in  blood ; 
yet  the  rates  in  these  cases  range  from  8  to  10  per  cent.  While  the 
lowest  of  these  is  so  low  as  needlessly  to  forfeit  a  considerable  amount 
of  revenue,  the  highest  is  so  heavy  as  to  be  regarded  as  a  real  burden, 
and  it  might  be  an  improvement  if  an  uniform  rate  of  five  per  cent, 
were  charged  on  all  property  which  did  not  pass  in  a  direct  hue.  Care 
must  always  be  taken  in  fixing  these  rates  to  avoid  making  them  so  high 
as  to  encourage  the  practice  of  transferring  infer  vivos,  which  already 
prevails  to  some  extent.  But  when  kept  within  reasonable  limits 
these  duties  are  among  the  least  objectionable  of  all  taxes.  The  mode 
of  their  collection  is  not,  however,  as  convenient  as  could  be  desired. 
The  probate  duty  is  required  to  be  paid  before  the  executor  can  obtain 
possession  of  the  property,  and,  in  many  cases,  the  executor  cannot 
advance  the  money  until  he  has  obtained  possession.  The  difficulty  is 
got  over  by  the  intervention  of  solicitors,  who  undertake  to  furnish  the 
money  and  get  the  will  proved  ;  but  when  this  is  done  it  is  necessary  to 
pay  interest  on  the  money  thus  advanced,  and  various  fees  to  the  solicitors, 
and  thus  the  expense  is  increased  to  much  more  than  the  actual  amount 
received  by  the  government.  The  probate  duty  is  always  charged  in 
round  sums,  only  roughly  proportioned  to  the  amount  of  the  property,  and 
there  is  little  difficulty  in  calculating  how  much  ought  to  be  paid,  but  the 
legacy  duties  are  calculated  in  exact  proportion  to  the  legacies,  and  a 
great  deal  of  troublesome  calculation  has  to  be  gone  through.  It  might 
be  naturally  expected  that  when  the  value  of  the  estate  has  been 
assessed  for  the  probate  duty  the  legacy  duties  would  be  based  on  the 
same  valuation ;  but  as  the  two  are  paid  at  different  times,  it  frequently 
happens  that  the  value  of  the  estate  has  altered  in  the  interval,  and,  at 
all  events,  the  property  has  to  be  revalued,  which  is  generally  a  trouble- 
some process.  If  any  mistake  is  made,  it  is  differently  regarded, 
according  as  it  is  in  favour  of,  or  against,  the  government.  If  the  executor 
has  paid  too  much,  he  must  claim  a  return  of  the  excess  within  six 
montlis,  and  will  receive  it  without  interest ;  but  if  he  has  paid  too  little, 
he  may  be  called  on  to  make  up  the  difference  after  any  lapse  of  time, 
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and  will  have  to  paj  interest  on  it.  It  is  much  to  be  desired  that  some- 
thing should  be  done  to  lessen  the  trouble  and  annoyance  to  which 
executors  are  exposed,  and  thus  to  diminish  the  unpopularity  of  taxes 
which,  if  properly  levied,  are  almost  the  best  that  can  be  devised. 

Another  mode  of  taxation  which  would  be  admirable,  if  it  could  be 
properly  carried  out,  is  to  tax  people  in  proportion  to  their  incomes.  The 
income  which  a  person  enjoys  affords  a  tolerable  index  of  his  power  of 
bearing  taxation,  and  if  there  were  no  practical  difficulties  in  the  way,  an 
income-tax  would  be  about  the  best  resource  on  which  a  government 
could  rely.  But,  unfortunately,  the  value  of  an  income  varies  consi- 
derably according  to  the  source  from  which  it  is  derived,  and  a  tax  which 
should  treat  all  incomes  alike  would  not  impose  equal  burdens  on  all 
contributors.  Adam  Smith's  first  rule  is,  that  all  citizens  should  contri- 
bute in  proportion  to  their  respective  abilities,  and  a  person  who  is 
dependent  for  his  maintenance  on  a  salary  or  professional  fees  is  not  so 
well  able  to  pay  taxes  as  a  possessor  of  an  equal  income  derived  from 
funded  property.  The  important  difference  between  them  is,  that  the 
former  is  obliged  to  save  in  order  to  provide  for  his  family  after  his 
death,  while  the  latter,  knowing  that  his  family  will  possess  as  large  a 
fund  as  himself,  is  able 'to  live  fully  up  to  his  income.  It  is  said  that,  on 
the  average,  professional  men  lay  by  one-third  of  their  income ;  and  if 
this  be  so,  a  tax  which  treats  all  incomes  alike  imposes  on  the  professional 
classes  a  burden  heavier  by  one-half  than  that  to  which  other  classes  are 
snbjected.  If  an  attempt  were  made  to  remedy  this  inequality  by  charg- 
ing a  lower  rate  on  professional  incomes,  so  many  questions  of  degree 
would  arise  that  it  would  be  found  impossible  to  arrive  at  any  satisfactory 
settlement.  A  person  who  is  in  receipt  of  a  salary  from  the  government 
IB  obliged  to  save  for  the  benefit  of  his  family,  but  his  income  is  not  so 
precarious  as  that  of  a  barrister  or  a  physician,  and  he  has  a  pension  to 
look  forward  to  when  he  becomes  incapable  of  working.  It  would  not 
be  fair  to  treat  both  these  classes  alike,  and  yet  if  any  difference  were 
made  between  them  it  would  be  a  difficult  matter  to  assess  them 
fairly.  A  simple  expedient,  which  has  been  adopted  for  relieving 
the  pressure  on  the  possessors  of  life-incomes,  is  to  exempt  from 
taxation  the  amount  which  is  actually  paid  in  premiums  on  life 
insurance  policies,  and  as  far  as  this  goes  it  does  remedy  the 
inequalities  of  the  tax.  But,  unfortunately,  this  affords  no  reUef  to 
those  who  save,  but  invest  their  savings  in  other  ways  than  insuring 
their  lives,  and  there  is  no  reason  why  the  government  should  show  any 
peculiar  favour  to  those  who  choose  this  particular  mode  of  providing 
for  their  families.  A  more  serious  objection  than  that  of  the  dfficulty  of 
assessing  the  tax  fairly  on  all  incomes  which  are  known  is  the  difficulty 
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of  finding  out  what  is  the  real  amount  of  a  tax-payer's  income.    If 
everyone  could  be  trusted  to  say  what  was  the  amount  of  his  income,  and 
how  much  he  saved  every  year,  there  could  be  no  difficulty  in  assessing 
the  tax,  but  this  is  precisely  what  the   average  taxpayer  cannot  be 
trusted  to  do.    The  tax  consequently  falls  with  peculiar  hardness  on 
those  whose  incomes  are  derived  from  such  sources  that  it  is  difficnlt  for 
them  to  conceal  the  amount,  while  those  who  have  the  means  of  conceal- 
ment are  able  to  evade  their  share  of  the  burden.    This  is  particularly 
the  case  with  those  who  are  included  in  the  much  talked  of  Schedule  D 
— that  is  to  say,  the  commercial  and  manufacturing  classes — ^and  the 
amount  of  evasion  which  is  practised  by  them  constitutes  the  strongest 
argument  for  repealing  the  tax.    It  would  not  be  sufficient  to  exempt 
all  the  incomes  included  in  that  schedule,  for  this  would  make  the  tax 
unequal  in  the  extreme,  and  several  more  exemptions  might  fairly  be 
claimed  if  this  were  granted.    The  fundholders  are  mulcted  of  a  small 
per  centage  of  their  dividends  in  order  that  they  may  pay  their  share  of 
this  tax,  but  it  would  be  a  breach  of  public  faith  If  this  were  done  at  the 
same  time  that  the  rich  tradesmen  and  manufacturers  of  the  country 
were  exempted.    Grovemment  officials  in  the  same  way  may  be  feirly 
called  on  to  contribute  out  of  their  salaries  to  a  general  tax,  but  not  to 
one  from  which  a  large  class  is  exempted.    If  these  in  their  turn  were 
exempted,  there  would  remain   no  one  to  pay  the  tax  except  those 
whose  incomes  were  derived  from  land,  from  investments  in  other  than 
public  funds,  and  from  unofficial  salaries  ;  and  the  two  latter  of  the«e 
classes  are  certainly  no  better  able  to  pay  than  those  who  would  under 
such  a  system  be  exempted.    The  proposal  which  still  finds  a  few  advo- 
cates to  impose  all  taxation  on  realised  property  is  one  which  is  so  scan- 
dalously un&ir  that  no  nation  could  ever  be  induced  to  submit  to  it. 
It  would  be,  in  effect,  to  exempt  all  those  who  were  engaged  in  making 
fortunes,  and  to  derive  the  whole  revenue  from  those  who  were  living  ou 
what  had  been  saved  by  themselves  or  others.    It  would  be  to  exempt 
those  who  had  the  best  means  of  compensating  by  increased  efforts  the 
loss  which  the  government  inflicted  on  them,  arid  to  exact  a  heavy  con- 
tribution from  those  who  were,  for  the  most  part,  unable  to  work  for 
themselves,  and  would  have  no  means  of  meeting  the  tax  except  by 
increased  economy.    Even  as  it  is,  the  mode  in  which  the  income-tax  is 
collected  inflicts  much  inconvenience  on  the  holders  of  incomes  derived 
from  stocks  arid  shares.    Those  whose  incomes  are  below  a  certain 
amount  are  exempted  from  the  tax,  but  it  is  found  to  be  practically 
convenient  for  the  government  to  collect  it  in  one  sum  from  the  company 
or  bank  which  pays  the  dividends,  and  to  leave  those  who  claim  exemp- 
tion to  apply  for  the  return  of  their  money.    Although  there  is  no  great 


Digitized  by  VjOOQIC 


INC0ME-TA3^.  679 

difficulty  in  obtaining  Bach  a  repayment,  it  is  not  granted  without  some 
trouble  and  delay,  which  are,  in  many  cases,  enough  to  prevent  any 
application  from  being  made,  and  many  persons  who  are  entitled  to  this 
relief  are  not  aware  of  the  fact,  or  do  not  know  how  it  is  to  be  obtained. 
In  all  cases  where  the  tax  has  to  be  deducted  from  dividends,  much 
additional  trouble  is  given  to  the  clerks  who  have  to  calculate  their 
amount,  and  the  expenditure  of  labour  which  is  thus  caused  must  be 
r^rded  as  an  addition  to  the  burden  which  the  tax  involves.  It  is  not, 
however,  from  stock  and  shareholders  that  the  loudest  complaints  against 
the  tax  proceed,  but  from  the  professional  and  trading  classes.  As  it  is 
not  easy  for  the  collectors  to  tell  what  is  the  exact  amount  of  a  merdiant's 
income,  they  must  either  allow  him  to  fix  it  for  himself  or  must  make 
Bome  rough  guess  of  their  own.  The  former  method  at  once  opens  the 
door  for  evasion,  and  is  very  objectionable,  as  it  places  a  man's  interest 
in  direct  conflict  with  his  duty,  and,  where  it  is  extensively  practised, 
must  have  a  demoralising  effect  on  the  classes  concerned.  In  India  it  is 
found  to  be  impossible  to  trust  the  natives  to  assess  their  incomes  for 
themselves,  and  even  the  higher  standard  of  morality  which  prevails  in 
England  is  not  enough  to  secure  the  Government  from  being  defrauded 
by  under-statement  of  incomes.  Cases  have  occurred  in  which  trades- 
men who  have  estimated  their  profits  at  a  certain  rate  when  filling  up 
au  income-tax  paper,  have  fixed  them  at  twice  as  high  a  rate  when 
claiming  compensation  for  their  loss  of  business  through  the  execution 
of  repairs  in  the  streets  in  which  their  shops  were  situated.  It  is  of  no 
use  to  say  that  such  instances  merely  show  the  low  standard  of  morality 
which  prevails  among  the  people,  and  that  higher  penalties  ought  to  be 
imposed  on  all  who  make  fraudulent  returns.  The  government  is  bound 
to  avoid,  as  far  as  possible,  doing  anything  to  injure  the  morals  of  its 
subjects,  and  it  is  unreasonable  to  hold  out  a  strong  temptation  to 
commit  an  offence  and  at  the  same  time  to  punish  severely  all 
who  yield  to  the  temptation.  If  the  collectors  are  aUowed  to  guess 
at  the  amount  of  a  merchant's  income  they  are  certain  to  make  some 
mistakes,  and  if  the  tax  is,  notwithstanding,  levied  according  to  their 
assessment,  an  injustice  is  committed  in  a  peculiarly  irritating  manner. 
Under  our  present  system  an  appeal  is  allowed  against  the  assessment 
of  the  collector,  but  it  is  a  troublesome  business  to  appeal,  and  i!he 
officials  who  have  to  judge  the  case  are  more  inclined  to  decide  in  favour 
of  the  collector  than  of  the  taxpayer.  It  is  not  surprising  that  those 
who  have  to  submit  to  the  questioning  and  other  annoyance  which  such 
a  system  involves  should  be  strongly  opposed  to  the  maintenance  of  the 
tax,  nor  that  it  should  be  highly  unpopular  in  a  country  where  to  brand 
a  proceeding  as  '^  inquisitorial "  is  almost  enough  to  condemn  it.    It 
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might  have  been  thought  that  the  great  reduction  which  has  been  made 
in  the  amount  of  the  tax  would  have  mitigated  the  hostility  which  it  has 
excited ;  but,  although  it  does  not  now  amount  to  much  more  than  1  per 
cent.,  it  still  gives  rise  to  as  much  agitation  as  when  jt  was  much  higher. 
This  may  be  because  its  opponents  have  been  encouraged,  by  its  gradual 
reduction,  to  hope  for  success  in  their  attempt  to  obtain  its  abolition,  or 
more  probably  because  those  who  are  most  annoyed  by  it  become  more 
unwilling  to  submit  to  it  in  proportion  as  the  benefit  which  the  govern- 
ment derives  fix)m  it  becomes  more  paltry.  Although  the  change  of 
ministry  which  took  place  at  the  beginning  of  1874  was  followed  by  a 
change  of  financial  policy  and  a  disappointment  of  the  hopes  which  had 
been  entertained  of  an  immediate  repeal  of  the  income-tax,  there  is  every 
reason  to  believe  that  it  will  not  be  found  possible  to  retain  mnch  longer 
a  tax  which,  after  it  has  been  tried  for  thirty  years,  is  still  as  unpopular 
as  ever. 

As  all  incomes  are  either  derived  from  rent,  profit,  or  wages,  or  from 
taxes  paid  by  those  whose  incomes  are  derived  from  one  of  these  sources, 
a  perfectly  fair  income-tax  would  press  upon  all  three  of  these  categories. 
It  is  generally  held  in  England  that  wages  ought  to  be  exempt,  the  chief 
reason  being  that  the  expense  and  difiiculty  of  collecting  the  tax  from 
labourers  would  be  too  great  to  admit  of  its  being  done  with  profit.  A 
similar  tax  is,  however,  imposed  in  Germany,  and  the  diflSculty  of  collec- 
tion is  much  diminished  by  the  simple  plan  of  demanding  a  smaller  sum 
from  those  who  will  pay  the  whole  in  one  instalment  at  the  beginning  of 
the  year  than  from  those  who  pay  it  by  several  instalments.  There 
are  some  who  contend  that  it  is  useless  to  tax  wages,  because  whatever 
is  taken  from  them  must  be  made  up  by  the  capitalists  upon  whom  the 
tax  is  said  really  to  fall ;  but  this  argument  is  entirely  based  on  the 
groundless  assumption  that  the  labourers  earn  nothing  but  the  bare 
necessaries  of  life.  The  fact  that  duties  on  tea  and  tobacco  have  been 
frequently  raised  and  lowered  without  any  corresponding  change  in  the 
current  rate  of  wages  is  enough  to  prove  that  the  labourers  are  able  to 
retrench  in  their  expenditure  when  a  heavier  burden  is  imposed  on  them, 
and,  in  fact,  a  very  large  portion  of  the  revenue  of  this  and  other 
countries  is  furnished  by  the  labouring  classes.  As  the  labourers  in 
general  cannot  shift  the  burden  from  themselves  to  the  capitalists,  so  the 
capitalists,  as  a  body,  cannot  shift  it  from  themselves  to  their  customers. 
When  a  tax  is  imposed  on  a  particular  article,  the  tradesmen  who  deal 
in  it  can  and  do  raise  the  price  and  make  the  public  bear  the  cost  of  the 
tax ;  but  even  in  such  a  case  they  have  to  pay  their  share  of  it  when- 
ever they  themselves  consume  the  article  in  which  they  deal.  They  are 
able  to  raise  the  price,  because,  if  they  did  not,  they  would  be  submitting 
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to  a  lower  rate  of  profit  than  prevailed  in  other  trades,  and  the  public 
are  obliged  to  pay  the  higher  price  on  pain  of  seeing  the  trade  altogether 
abandoned  as  unprofitable.  But  a  tax  which  falls  on  all  traders  alike, 
and  on  them  in  common  with  other  classes,  cannot  be  shifted  on  to  the 
shoulders  of  others,  for  no  one  is  able  to  escape  it  by  changing  his  trade. 
In  whatever  way  a  man  invests  his  money  he  is  still  liable  to  be  mulcted 
of  a  portion  in  order  to  pay  the  tax,  and  as  those  who  retain  the  old 
prices  will  be  no  worse  off  than  if  they  transferred  their  capital  to  other 
trades,  or  retired  from  business  altogether,  it  will  be  their  interest  to 
go  on  as  before,  and  their  competition  will  effectually  prevent  others 
from  raising  their  prices. 

In  so  far  as  an  income-tax  falls  on  landlords,  it  is  a  burden  which  they 
cannot  shift  on  to  the  shoulders  of  others.  The  rent  of  land  is  the 
surplus  which  remains  after  profit  and  wages  have  been  provided  for  ; 
and  as  it  is  not  like  the  two  latter,  a  reward  for  any  sacrifice,  it  may  be 
diminished  without  any  discouragement  being  given  to  production.  If 
the  State  were  to  take  the  whole  rent  of  the  country,  it  would  not  be 
laying  a  heavy  burden  on  one  class,  but  appropriating  for  the  benefit  of 
the  whole  community  an  indispensable  article  which  properly  belongs 
to  the  community  though  it  has  been  suffered  to  become  the  property 
of  a  few  individuals.  It  would,  of  course,  be  an  act  of  injustice  for  the 
government  of  any  country  in  which  land  has  become  private  property 
to  take  possession  of  it  without  compensation  to  the  owners,  but  if  due 
provision  were  made  for  all  vested  interests,  such  a  course  would  be  unob- 
jectionable as  a  matter  of  morality,  and,  in  some  circumstances,  profitable 
as  a  matter  of  policy.  The  State  would  then  have  the  full  benefit  of 
every  rise  in  the  value  of  land  which  might  take  place  in  particular 
districts  in  consequence  of  the  increase  of  population  or  of  improved 
means  of  communication,  while  the  tenants  who  had  to  pay  the  increased 
rents  would  be  no  worse  off  than  they  would  be  if  they  held  from  private 
landlords.  The  labour  of  the  community  is  the  source  from  which  every 
increase  in  the  rent  of  land  is  derived,  and  if  the  government  appro- 
priated the  fruits  of  every  increase  and  applied  it  for  the  benefit  of  the 
people,  they  would  receive  back  in  one  form  what,  under  a  system  of 
competition  they  are  compelled  to  pay  in  another.  The  difficulty  of 
carrying  out  such  a  system  lies  in  the  incompetence  of  governments 
either  to  manage  land  judiciously  or  to  apply  what  it  receives  for  the 
benefit  of  its  subjects  and  of  them  alone.  It  has  often  been  observed 
that  the  management  of  Grown  lands  is  so  bad  that  what  ought  to  be 
valuable  estates  become  a  source  of  loss  to  the  nation,  and,  unless  the 
principles  of  constitutional  governments  are  very  firmly  established,  it  is 
dangarouB  to  intrust  the  executive  authority  with  a  source  of  revenue 
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which  is  independent  of  the  goodwill  of  the  taxpayers.    Some  ingenious 
speculator  has  ascribed  the  English  rebellion  of  1642  to  the  depreciation 
of  the  precious  metals  which  followed  on  the  discovery  of  America.   The 
argument  is  that  the  depreciation  lowered  the  value  of  the  hereditary 
revenues  of  the  Crown  and  made  it  necessary  for  the  Stuarts  to  apply  to 
Parliament  for  fresh  taxes,  and  that  these  applications  produced  the 
rebellion.    Far-fetched  as  such  a  theory  is,  it  can  hardly  be  doubted  that 
the  authority  of  Charles  I.  would  have  been  retained  much  longer  if  he 
had  been  able  to  support  the  expenses  of  his  government  out  of  the  rents 
of  the  Crown  lands.    The  Crown  tenants  would  never  have  thought  of 
refusing  to  pay  their  rents  when  every  one  who  did  so  must  have  been 
ejected   from    his  holding ;  and  if  possessed  of  an  ample  revenue, 
Charles  would  have  been  able  to  defy  the  authority  of  Parliament 
for  more  than  two  campaigns.      Unfortunately  for    him,  and   for- 
tunately for  his  subjects,  his  predecessors  had  given  away  so  much  of 
the  Crown  lands  that  he  had  not  enough  left  to  bear  the  expenses  of  a 
civil  war.    It  is  remarkable   that  a  similar  state  of  things  is  now 
exhibited  in  one  of  the  youngest  of  English  colonies,  that  of  Victoria. 
In  the  course  of  1875,  a  proposition  wa^made  in  the  Legislative  Assem- 
bly of  Victoria  to  prohibit  any  future  alienation  of  public  lands,  and 
those  who  advocated  it  relied  on  the  authority  of  Mill  and  other  English 
economists ;  but  the  minister  was  able  to  obtain  its  rejection  by  simply 
pointing  out  that  if  the  sales  were  stopped  the  deficiency  of  revenue 
must  be  made  up  by  the  imposition  of  a  tax.    Thus,  in  Victoria,  as  in 
England,  the  policy  is  pursued  of  killing  the  goose  which  lays  the  golden 
eggs ;  and  rather  than  submit  to  taxes  for  themselves,  the  people  reject 
a  course  which  would  enable  their  posterity  to  secure  the  benefits  of  an 
established  government  almost  free  from  the  corresponding  disadvantage 
of  taxation.    The  difficulties  in  the  way  of  such  a  step  as  the  appropria- 
tion of  all  land  by  the  government  are  trifling  in  Victoria  in  comparison 
with  what  they  are  in  England.     The  waste  land  of  Victoria,  which  is 
still  held  by  the  government,  is  of  large  extent,  and  might  be  retained 
without  interfering  with  any  vested  interest ;  and  it  is  certain  that  much 
of  it  will  at  some  fdture  time  yield  a  rent  which  the  government  can 
thus  appropriate  without  spen^ng  anything  in  compensation.    But  in 
England  the  extent  of  waste  land  is  so  small  in  proportion  to  what  is 
already  cultivated  or  utilised  in  some  other  way,  and  there  is  so  little  of 
it  which  could  be  made  to  yield  a  rent,  that  no  material  relief  to  the 
revenue  would  be  aflforded  by  a  measure  which  was  confined  to  the  lands 
not  already  taken  into  cultivation.  It  is  not,  however,  necessary  that  the 
line  should  be  drawn  at  this  point,  for  the  requirements  of  justice 
would  be  satisfied  if  all  existing  landlords  received  the  full  value  of  their 
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estates  at  the  time  when  the  change  was  introduced.  It  is  only  necessary 
that  they  should  be  oflfered  the  option  of  selling  their  estates  to  the 
government  or  continuing  to  receive  their  former  rents,  while  any 
ftirther  increase  was  transferred  to  the  government  in  order  to  prevent 
any  just  complaints.  There  might  be  some  difficulty  in  fixing  a  per- 
manent rent  without  at  the  same  time  discour^ng  landlords  from  ap- 
plying capital  to  the  improvement  of  the  estates  which  were  left  them, 
but,  after  all,  the  problems  to  be  solved  would  be  no  harder  than  those 
which  are  settled  by  hundreds  of  stewards  and  land-agents  every  year. 
What  the  State  is  entitled  to  appropriate  is  what  Mill  has  called  the 
"  unearned  increment "  or  increase  in  the  rent  of  land  arising  independ- 
ently of  any  exertion  or  outlay  on  the  landlords'  part,  and  there  can  be 
no  great  difficulty  in  settling  its  amount,  at  least  accurately  enough  for 
practical  purposes.  It  is  objected  to  this  proposal  that  landlords  who 
have  been  judicious  enough  to  buy  an  estate  which  has  afterwards  risen 
in  value  are  as  much  entitled  to  enjoy  the  fruits  of  their  sagacity  as 
those  who  have  made  equally  judicious  investments  in  stocks  or  shares, 
and  that  there  is  no  more  reason  for  the  State  to  appropriate  the  '^un- 
earned increment "  in  the  one  case  than  in  the  other  >  but  this  objection 
admits  of  being  answered  in  several  ways.  In  the  first  place,  any  proper 
scheme  of  compensation  would  include  due  allowance  for  the  value  of 
the  prospect  of  an  increase  in  the  rental  of  a  particular  estate  ;  and  land- 
lords who  were  disappointed  of  a  larger  rental  would  enjoy  the  advantage 
of  receiving  a  larger  capital  sum  if  they  could  point  out  a  reasonable 
probability  of  an  increase  in  the  value  of  their  estates.  If  no  individual 
suflTered  a  loss,  as  would  be  the  case  if  the  scheme  were  properly  carried 
out,  the  whole  class  of  landowners  could  not  be  injured.  In  the  second 
place,  no  one  really  supposes  that  when  any  public  advantage  can  be 
derived  from  the  compulsory  purchase  of  particular  stocks  or  shares 
such  a  proceeding  is  indefensible  because  the  holders  are  thus  disap- 
pointed of  their  expected  profit.  When  the  telegraph  companies  were 
bought  up  by  the  government  no  one  suggested  that  the  shareholders  were 
unjustly  treated  because  they  were  deprived  of  the  chance  of  earning 
larger  dividends,  but  the  value  of  their  chance  was  calculated  and  paid 
for  accordingly.  Shareholders,  indeed,  generally  regard  compulsory 
purchase  as  meaning  the  purchase  of  their  property  at  more  than  its 
value,  and  are  rather  prone  to  agitate  for,  than  against,  such  a  measure, 
lu  the  third  place,  there  is  an  essential  difference  between  land  and 
other  things  which  become  the  subjects  of  private  property,  which  justi- 
fies a  different  mode  of  proceeding  in  regard  to  it.  The  economic  reason 
for  respecting  private  property  is  that  it  encourages  the  production  of 
wealth ;  but  this  does  not  apply  to  land,  which  is  not  the  product  of 
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human  labour.  Land  is  at  the  same  time  limited  in  quantity  and 
essential  to  the  maintenance  of  life,  and  it  is  therefore  impossible  to 
admit  the  theory  that  one  or  a  few  individuals  can  ever  have  a  right  to 
monopolise  it  and  prevent  the  rest  of  mankind  from  making  use  of  it. 
Self-preservation  is  the  first  law  of  nature,  and  all  men  have  an  equal 
right  to  maintain  themselves  by  appropriating  the  fruits  of  the  earth 
when  these  are  produced  without  the  expenditure  of  human  labour.  If 
it  be  once  admitted  that  individuals  may  acquire  and  transfer  to  others 
a  right  to  the  exclusive  use  of  a  particular  portion  of  the  earth,  there  is 
nothing  to  prevent  one  or  a  small  number  of  individuals  from  acquiring 
possession  of  the  whole,  and  if  they  are  regarded  as  possessing  the  same 
rights  over  their  landed  property  as  over  articles  which  they  have  made 
with  their  own  labour,  it  follows  that  they  have  a  right  to  keep  the  earth 
for  their  own  exclusive  enjoyment  and  to  debar  the  rest  of  mankind 
from  making  any  use  of  it.  As  this  cannot  be  admitted,  it  follows  that 
mankind,  as  a  whole,  have  a  right  which  they  can  at  any  time  assert  to 
hold  the  earth  in  common,  and  to  ignore  any  claims  of  individuals  to 
monopolise  particular  portions  of  it.  When  the  inhabitants  of  a  parti- 
cular country  decide  that  all  the  land  which  it  contains  shall  be  held  for 
their  common  benefit  they  are  simply  carrying  out  a  logical  principle 
with  as  much  consistency  as  circumstances  will  admit.  In  point  of  fact, 
the  right  of  the  conmiunity  to  take  land  from  individuals  when  it  is 
wanted  for  public  purposes  is  everywhere  recognised  and  enforced  ;  aud 
a  conspicuous  instance  is  afforded  by  the  compulsory  powers  of  purchase 
which  have  been  granted  to  railway  companies.  In  such  a  case,  the  State 
and  the  community  are  practically  identical,  and  the  appropriation  of  all 
the  land  by  the  government  may  be  regarded  as  the  successhil  assertion 
of  a  natural  right.  Whatever  difiiculties  there  may  be  in  carrying  out 
such  a  system  it  is  much  to  be  desired  that  they  should  be  resolutely 
grappled  with,  for  success  in  the  undertaking  would  be  equivalent  to  the 
raising  of  a  large  revenue  without  any  real  burden  on  those  who  have  to 
furnish  it. 

Where  it  is  found  impossible  or  inconvenient  to  raise  a  revenue  by 
direct  assessment  on  the  real  or  supposed  amount  of  the  taxpayee's  pro- 
perty, the  principal  resource  left  is  to  tax  them  according  to  their 
expenditure.  In  many  respects  the  amount  of  a  person's  expenditui'o 
affords  a  better  guagc  of  his  capacity  to  bear  taxes  than  the  amount  of 
his  property.  By  taxing  expenditure  the  difficulty  of  deciding  how  much 
ought  to  be  allowed  for  savings  is  avoided,  and  when  the  subjects  for 
taxation  are  judiciously  selected  there  is  less  room  for  evasion.  One  of 
the  best  subjects  which  can  be  chosen  for  the  purpose  is  a  house,  which 
cannot  be  concealed^  which  very  few  persons  can  possibly  diq)6n8e  with, 
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and  of  which  it  is  tolerably  easy  to  estimate  the  value.  The  main 
object  to  be  kept  in  view  in  fixing  taxes  of  this  kind  is  to  choose  such  as 
\\ill  not  defeat  their  ov^n  end  by  inducing  the  taxpayers  to  give  up  using 
the  taxed  article,  and  this  is  a  danger  which  is  less  likely  to  prove 
senons  in  the  case  of  houses  than  in  that  of  any  other  article  which 
could  be  selected.  A  house-tax  might,  indeed,  induce  some  people  to 
live  in  inferior  houses  in  order  to  pay  a  lower  tax,  but  the  revenue  could 
not  be  seriously  diminished  in  this  way,  for  if  the  practice  became  general, 
all  that  would  be  necessary  would  be  to  raise  the  rate  charged  on  inferior 
houses.  A  house  contributes  so  much  to  a  person's  comfort,  and  is  so 
commonly  taken  as  a  test  of  his  position  in  society,  that  the  last  thing 
which  any  one  would  do  who  could  avoid  it  would  be  to  move  from  a 
good  house  to  a  worse  one.  Houses  are  so  commonly  sold  and  let,  that 
it  is  very  easy  for  officials  possessed  of  local  knowledge  to^  make  a  fair 
assessment  of  their  value,  and  there  is  no  occasion  for  holding  out  any 
temptation  to  the  owners  by  requiring  them  to  set  their  own  value  on 
their  property.  A  house-tax  should  be  regarded  as  a  tax  on  expenditure, 
and,  therefore,  varying  in  proportion  to  the  amount  which  the  owner  can 
afford  to  spend  on  his  personal  enjoyment.  Thus,  on  the  one  hand,  a 
merchant  who  is  required  by  the  nature  of  his  business  to  use  a  large 
building  for  storing  goods  or  other  purposes,  should  not  be  required  to 
pay  in  proportion  to  the  letting  value  of  his  office,  but  only  in  proportion 
to  the  value  of  his  private  house,  by  which  his  means  of  enjoyment  can 
be  really  tested.  House  taxes  being  chiefly  levied  in  England  for  local 
purposes,  the  inhabitants  of  each  district  are  apt  to  think  themselves 
aggrieved  if  any  buildings  are  allowed  to  stand  in  it  without  contributing 
to  the  tax.  If  the  buildings  were  not  there,  they  say  the  ground  might, 
or  would,  be  covered  with  houses  which  would  be  liable  to  the  tax,  and 
they  think  this  a  sufficient  reason  for  t-axing  all  the  buildings  which 
belong  to  the  central  government,  to  companies,  corporations,  charitable, 
or  other  societies.  As  far  as  regards  the  rates  for  lighting  and  repairing 
the  streets  the  argument  is  reasonable  enough,  for  those  who  use  the 
buildings  must  use  the  streets  which  lead  to  them,  and  would  have  to 
provide  the  means  of  lighting  and  repairing  the  streets  if  it  were  not 
done  for  them  by  the  local  authorities.  But  to  proceed  from  this  to 
argue  that  these  buildings  ought  to  be  subjected  to  the  poor  rate  is  to 
lose  sight  of  the  original  object  of  the  tax,  and  to  reason  as  if  taxes  were 
to  be  paid,  not  by  human  beings,  but  by  inanimate  objects.  A  house- 
tax  is  levied  for  the  support  of  the  poor  because  it  affords  a  convenient 
means  of  raising  the  required  sum,  and  its  object  is  not  that  every  piece 
of  ground  should  contribute  in  proportion  to  its  extent,  but  that  every 
citizen  should  contribute  in  proportion  to  his  wealth.    If  every  dwelling- 
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house  is  taxed,  everjone  will  have  to  pay  in  proportion  to  his  ability, 
while  if  every  building  is  taxed,  many  persons  will  have  to  pay  twice 
over.  The  fact  that  the  tax  is  local  makes  it  an  apparent  grievance  for 
the  inhabitants  of  a  district  to  have  to  pay  increased  rates  when  private 
houses  are  bought  by  public  bodies,  but  unless  the  districts  are  very 
small  the  hardship  thus  arising  will  be  quite  inappreciable,  and  the 
substitution  of  public  for  private  buildings  tends,  as  £Eur  as  it  goes,  to 
diminish  the  number  of  houses  which  will  furnish  paupers.  It  is  pre- 
posterous that  a  building  hke  St.  Thomas's  Hospital  should  be  taxed  for 
the  poor-rate  merely  because  private  houses  wocdd  be  taxed  if  they  stood 
on  the  same  site.  The  charitable  people  who  subscribe  to  the  hoq>ital 
are  thus  forced  to  contribute  towards  a  burden  which  the  Government 
had  decided  the  people  of  Lambeth  should  bear ;  and  by  restricting  the 
means  and  consequent  usefulness  of  the  hospital,  more  injury  is  done  to 
the  poor  than  can  possibly  be  repaired  by  a  redistribution  of  the  poor- 
rate.  On  the  other  hand,  when  the  mansion  of  a  wealthy  proprietor  is 
valued  for  the  purpose  of  taxation,  it  should  not  be,  as  is  now  the  practice, 
assessed  at  a  low  rate  on  the  ground  that  considering  how  much  it  costs 
to  keep  it  in  repair  it  could  not  be  let  for  any  high  rent.  The  letting 
value  of  a  house  affords  a  fair  basis  for  taxation  when  the  occupier  pays 
a  rent  for  it,  but  when  the  occupier  is  also  the  owner  this  is  not 
necessarily  the  case.  The  large  houses  of  great  landed  proprietors  are 
universally  regarded  as  a  proof  of  great  wealth,  and  should  be  treated  as 
such  in  settling  a  scale  of  taxation.  In  their  cases  an  estimate  ought  to 
be  formed  of  the  amount  of  money  that  has  been  expended  in  building 
the  house,  and  the  annual  yield  of  this  sum,  calculated  according  to  the 
price  of  the  funds  or  of  land,  would  form  a  fair  basis  for  taxation.  A 
revaluation,  might,  of  course,  be  made  from  time  to  time,  and  due 
allowance  made  for  any  depreciation  occasioned  by  want  of  repairs.  A 
house-tax  is  a  tax  on  wealth,  tested  by  means  of  expenditure,  and  those 
who  show  by  the  outward  appearance  of  their  houses  that  they  possess 
gi'eat  wealth  may  be  fairly  called  on  to  bear  a  large  share  of  the  public 
burdens. 

There  is  no  suggestion  more  popular  with  those  who  have  not  reflected 
much  on  the  principles  of  taxation  than  that  the  revenue  should  be 
raised  by  taxing  luxuries.  Such  a  suggestion  seems  to  couple  the 
advantages  of  deriving  a  revenue  from  those  who  are  best  able  to  afford 
it,  and  of  properly  discouraging  that  mode  of  expenditure,  whioh,  because 
it  is  called  luxurious,  is  supposed  to  be  condemned  as  pernicious.  In 
fact,  however,  these  two  reasons  for  taxing  luxuries  contradict  each 
other,  and  no  tax  can  combine  both  advantages.  In  order  that  the  rich 
may  be  compelled  to  ftunish  a  revenue  to  the  government,  they  must  be 
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subjected  to  taxes  which  they  cannot  evade^  and  most  of  what  are  caUed 
luxuries  are  things  which  those  who  use  them  can  afford  to  do  without^ 
and  would  do  without  rather  than  pay  a  heavy  tax  for  their  use.  One  of 
the  most  remarkable  instances  in  which  the  imposition  of  a  tax  on  an 
article  of  luxury  has  been  followed  by  the  disuse  of  the  article  is  afforded  by 
the  imposition  of  a  tax  on  hair-powder  in  1797.  Before  that  time,  it  was 
the  common  practice  for  the  men-servants  in  all  great  houses  to  powder 
their  hair,  but  as  soon  as  the  tax  was  imposed,  although  it  was  by  no  means 
a  heavy  one,  the  practice  was  almost  discontinued,  and  powdered  hair 
continues  to  be  the  exception,  and  not  the  rule.  In  this  case  the  revenue 
received  hardly  any  benefit,  while  nothing  was  done  to  discourage  luxury. 
Those  who  had  indulged  in  this  particular  luxury  were  induced  to  abandon 
it,  but  as  they  were  not  compelled  to  hand  over  to  the  government  what 
they  had  formerly  spent  in  this  way,  their  means  of  enjoyment  were  in 
no  way  diminished,  and  they  doubtless  found  other  ways  of  gratifying 
their  luxurious  tastes.  To  tax  luxuries  is  to  expose  the  government  to 
such  defeats  as  that  which  was  encountered  in  the  case  of  the  powder- 
tax,  and  is  really  to  give  a  great  deal  of  aimoyance  for  the  sake  of  a  very 
small  gain.  If  the  luxuries  selected  for  taxation  are,  as  they  most 
commonly  would  be,  only  consumed  by  a  small  class,  the  firat  of  Adam 
Smith's  maxims  is  deliberately  violated,  and  one  part  of  the  community 
which  has  done  nothing  to  deserve  it  is  singled  out  for  an  exceptional 
burden.  In  order  to  raise  a  large  revenue  from  a  small  class,  a  high 
rate  must  be  imposed,  and  this  would  in  all  Ukelihood  lead  to  the  disuse 
of  the  taxed  article,  while,  if  the  government  where  content  with  a  small 
revenue,  the  expense  of.  collection  would  be  proportionally  great,  and  in 
either  case  the  government  would  be  a  loser,  while  no  one  would  be  a 
gainer.  If  the  government  transfers  the  tax  from  one  luxury  to  another, 
as  each  is  successively  abandoned  it  inflicts  hardships  on  its  subjects 
without  deriving  any  advantage  for  itself,  and  does  the  very  thing  which 
it  ought,  as  far  as  possible,  to  avoid.  There  are,  however,  a  few  cases  in 
which  a  revenue  may  be  derived  from  the  taxation  of  luxuries  to  which 
those  who  enjoy  them  are  too  much  attached  to  be  induced  to  abandon 
them  by  any  taxes  which  are  not  exorbitant ;  and,  in  such  cases,  there  is 
nothing  to  object  to  in  this  mode  of  raising  a  revenue.  The  light  tax 
which  is  imposed  on  those  who  keep  men-servants  in  their  employ 
certainly  could  never  have  the  effect  of  inducing  rich  people  to  dismiss 
their  footmen  rather  than  pay  the  tax ;  and  it  is  one  which  is  cheerfully 
paid  and  easily  collected.  In  this  case,  as  in  the  case  of  houses, 
a  distinction  should  be  made  between  servants  who  are  kept  for 
pleasure  and  those  who  are  kept  for  business,  and  it  is  singular 
that  innkeepers  should  ever  have  been  required  to  pay  for  the  waiters 
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whom  they  are  obliged  to  employ.  The  number  of  men-servanta 
kept  in  a  prirate  house  may  serve,  like  the  size  of  the  house  itself,  as  an 
index  of  the  wealth  of  its  owner ;  but  the  number  of  waiters  in  an  hotel 
cannot  be  taken  as  a  test  of  the  landlord's  wealth  when  compared  with 
that  of  persons  not  engaged  in  business.  The  exemption  which  land- 
lords obtained  a  few  years  ago  is  therefore  just  and  reasonable.  Carriages 
and  horses,  when  kept  for  pleasure,  and  not  for  business,  are  equsdly 
well  suited  for  taxation,  as  the  taste  for  these  luxuries  is  too  deeply  rooted 
to  be  eradicated  by  such  moderate  taxes  as  are  now  imposed  upon  them, 
and  the  persons  who  have  to  pay  them  are  certainly  well  able  to  do  so. 
As  much  may  be  said  of  the  tax  on  armorial  bearings,  though  it  would 
probably  not  admit  of  any  considerable  increase. 

The  duties  which  are  imposed  on  licenses  to  follow  certain  trades  and 
professions,  although,  when  moderate,  they  do  not  give  rise  to  much 
complaint,  are  objectionable  in  principle,  as  they  are  almost  of  necessity 
unequal  in  their  operation.  If  the  license  is  uniform  for  all  persons 
engaged  in  the  business,  it  must  obviously  press  hardly  on  those  who 
are  least  successful,  while  those  who  are  doing  a  good  business  will  hardly 
notice  its  pressure.  Not  being  regulated  in  proportion  to  the  amount  of 
goods  sold,  or  services  rendered,  it  cannot  be  transferred,  like  customs 
duties,  from  the  dealers  to  the  customers,  for  if  the  less  successful  dealers 
raise  their  prices  in  order  to  escape  from  the  burden,  their  more  fortunate 
rivals  would  be  able,  by  retaining  the  old  rates,  to  drive  them  out  of  the 
market,  and  would  be  compensated  by  increase  of  business  for  the  loss 
inflicted  by  the  tax.  The  license  duties  imposed  on  auctioneers  and  a 
few  other  classes  are  liable  to  these  objections,  and  though  they  are  so 
light  that  no  great  harm  can  be  done  by  retaining  them,  yet,  as  they 
are  essentially  unequal,  they  should  be  among  the  first  selected  for  repeal 
whenever  there  is  an  opportunity  for  reducing  taxation.  The  tax  which 
is  levied  on  barristers  at  the  time  when  they  are  called  to  the  bar 
belongs  to  the  same  category  as  tradesmens'  licenses,  though,  as  it  is  only 
paid  once,  it  does  not  produce  very  much  inconvenience  to  the  parties 
concerned.  The  class  who  are  subjected  to  this  tax  are  generally  well 
able  to  bear  it,  and  it  is  only  in  exceptional  cases  that  it  can  do  any 
harm  by  preventing  a  poor  man  from  adopting  the  legal  profession.  If 
such  cases  do  occur,  the  hardship  is  perhaps  apparent  rather  than  real, 
for  it  is  scarcely  possible  that  a  man  who  is  not  able  to  pay  the  tax 
should  be  able  to  support  himself  during  the  time  which  must  elapse 
before  he  gets  sufficient  practice  to  support  him.  As  a  general  rule, 
however,  license  duties,  and  all  taxes  imposed  on  particular  classes, 
should  be  avoided,  as  it  is  neither  possible  to  assess  them  fairly  as  regards 
individuals  of  the  same  class,  nor  as  regards  different  classes.    Each 
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class  which  is  subjected  to  a  special  tax  is  prone  to  regard  itself  as 
unjustly  treated^  and  to  agitat-e  for  the  repeal  of  the  tax ;  and  it  is  better 
to  trust  to  those  imposts  which  press  on  a  large  number  of  citizens  and 
in  proportion  to  their  wealth. 

The  taxes  which  are  levied  on  the  occasion  when  sales  are  effected  and 
pajments  made  are  generally  collected  by  means  of  stamps,  a  method 
which  is  extremely  advantageous,  as  it  involves  very  little  expense  to  the 
government  and  very  little  trouble  to  the  taxpayers.  It  is  only  necessary 
for  the  government  to  declare  that  no  transaction  is  valid  unless  the 
proper  stamp  has  been  affixed  to  the  deed  in  order  to  insure  that  the 
tax  shall  be  paid  in  almost  all  cases.  Where  no  such  precaution  is  taken, 
a  great  temptation  is  held  out  to  evasion,  and  there  can  hardly  be  a  more 
melancholy  example  of  the  want  of  public  spirit  in  a  nation  than  was 
afforded  by  the  Italian  Chamber  of  Deputies,  when,  in  1874,  they 
refused  to  pass  a  bill  invalidating  all  contracts  which  were  not  duly 
stamped.  The  sole  motive  apparently  which  prompted  this  refusal  was 
the  unwillingness  of  many  of  the  Deputies  to  submit  to  the  loss  which 
they  would  have  suffered  as  individuals  if  compelled  to  obey  the  law,  and 
a  country  where  such  a  motive  can  sway  the  .popular  branch  of  the 
legislature  is,  indeed,  in  a  pitiable  condition.  Taxes  of  this  kind  are 
not  altogether  free  from  objection,  as  they  to  some  extent  impede  the 
transfer  of  property  from  hand  to  hand,  but  every  tax  must  produce 
some  inconvenience,  and  there  are  few  which  are  less  objectionable.  In 
some  cases,  as  in  that  of  powers  of  attorney,  the  same  stamp  is  required 
whatever  be  the  amount  of  the  transaction,  and  this  is  rather  a  hardship 
for  holders  of  small  amounts  of  stock  who  may  wish  either  to  sell  out  or 
to  empower  a  banker  to  receive  their  dividends  for  them.  No  stamp  is 
required  when  fundholders  go  in  person  to  sell  out  their  stock  or  to 
receive  their  dividends,  and  there  seems  no  good  reason  why  they  should 
be  favoured  in  comparison  with  those  who  prefer  to  do  the  work  by 
deputy.  The  stamp-tax  on  receipts  is  also  uniform  whatever  the  amount 
of  the  sum  received,  provided  this  exceeds  a  certain  minimum,  but  its 
amount  is  so  small  that  it  cannot  be  regarded  as  a  serious  burden,  even 
in  the  case  of  the  smallest  transactions  which  are  subjected  to  it.  It  is 
not  easy  to  say  on  whom  this  tax  falls,  for  though  it  is  always  paid  by 
the  receiver,  he  may  in  many  cases  be  able  to  transfer  it  to  the  payer. 
Tradesmen  are  those  who  are  most  often  required  to  use  receipt  stamps, 
and  if  they  find  that  the  sum  which  they  have  to  spend  upon  them 
forms  a  serious  deduction  from  their  profits  they  will  no  doubt  raise 
their  prices  enough  to  throw  the  burden  on  their  ow^n  customers.  It 
may,  however,  be  generally  considered  as  a  direct  tax. 
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CHAPTER  III.— INDIRECT  TAXATION, 

CUSTOMS  —  EXCISE  —  DUTIES    ON    STIMULANTS  —  TITHES  —  FINANCUL 

POLICY. 

The  disfcinguiBhing  feature  of  indirect  taxes  is,  that  they  are  paid 
without  the  taxpayer  feeling  that  he  is  paying  them,  and  while  this 
renders  them  popular  with  financiers  and  with  those  whom  they  have  to 
govern,  it  is  made  a  ground  for  objection  by  those  who,  looking  beyond 
present  convenience,  desire  to  adopt  a  system  which  will  secure  judicious 
and  economical  administration.     If  people  do  not  know  how  much  they 
are  paying,  they  may  be  made  to  pay  a  great  deal  without  complaining, 
and  a  system  which  keeps  them  in  ignorance  is  favoured  by  those  who 
recognise  the  necessity  of  certain  expenditure,  but  doubt  the  willingness 
of  the  people  to  provide  the  means  of  incurring  it.    The  advocates  of 
economy,  on  the  other  hand,  say  that  no  real  check  can  be  put  on  lavish 
expenditure,  while  financiers  can  resort  to  expedients  which  conceal  the 
extent  of  the  burden  from  those  who  have  to  bear  it,  and  that  if  the 
whole  revenue  were  raised  by  direct  taxation,  the  extravagance  which 
has  hitherto  prevailed  would  soon  be  put  an  end  to  by  the  resistance  of 
the  taxpayers.    Each  of  these  arguments  has  a  good  deal  of  truth  in  it, 
but  neither  can  be  safely  relied  on  as  a  general  principle  without  regard 
to  the  character  of  the  nation  whom  it  is  proposed  to  tax.    Almost  every 
civilized  country  now  possesses  a  funded  debt,  and  if  it  were  true  that 
the  means  of  providing  for  the  payment  of  the  interest  could  not  be 
drawn  from  the  people  by  direct  taxes,  a  sufiicient  case  would  be  made 
out  for  resorting  to  indirect  ones.    But  it  would  be  rash  to  assume  that 
this  is  the  case  in  all  countries.    In  England  the  number  of  fundholdeis 
is  so  large,  and  so  large  a  proportion  of  them  belong  to  the  rich  and 
influential  classes  of  society,  that  any  project  of  complete  or  partial 
repudiation  would  be  sure  to  be  stoutly  resisted.    Nor  does  it  argue  much 
national  partiality  to  assume  that  the  general  standard  of  morality  is  too 
high  for  such  a  project  to  find  any  favour  even  among  those  whose 
interests  are  not  bound  up  with  the  security  of  the  funds,  and  that  the 
maintenance  of  our  public  faith  is  independent  of  any  particular  method 
of  taxation.    In  a  country  where  the  government  has  borrowed  a  large 
amount  from  foreigners,  there  is  a  greater  temptation  to  repudiation,  but 
the  experience  of  Pern,  as  well  as  of  other  States,  shows  that  an  indirect 
tax,  even  when  specially  hypothecated  to  the  bondholders,  affords  no 
solid  guarantee  against  it.    Nor,  on  the  other  hand,  is  it  safe  to  assume 
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that  indirect  taxation  leads  to  extravagance  which  direct  taxation  would 
prevent.  Some  nations  like  their  government  to  perform  functions 
which  are  elsewhere  entrusted  to  private  enterprise^  and  though  each 
individual  can  see  that  he  is  paying  taxes  in  order  that  it  may  be  per- 
formed, yet  each  may  think  that  his  share  of  the  burden  is  lighter  than 
it  would  be  if  the  government  did  not  meddle  in  the  matter.  In 
countries  where  education  is  provided  by  the  State,  a  school-rate  of  some 
kind  is  generally  imposed,  which  must  be  obvious  enough  to  those  who 
have  to  pay  it,  and  yet  they  show  no  disposition  to  forego  the  advantages 
of  State  education  in  order  to  be  subject  to  lower  taxes.  In  a  country 
where  the  people  or  their  ralers  are  really  disposed  to  extravagance, 
direct  taxation  would  rather  have  the  effect  of  plunging  them  into  debt 
than  of  preventing  useless  expenditure  from  being  incurred.  They 
would  sanction  expenditure  upon  railways  or  other  public  works  on  the 
plea  that  these  would  pay  their  expenses,  and  when  these  expectations 
were  disappointed,  would  raise  a  loan,  and,  in  due  course,  fail  to  provide 
the  interest  on  it,  and  end,  at  last,  in  default  or  repudiation.  But 
though  neither  system  of  taxation  can  be  regarded  as  a  panacea  for  all 
the  ills  to  which  finance  is  liable,  the  advantages  of  the  direct  metliod 
are  such  as  to  make  it  preferable  whenever  it  is  possible  to  resort  to  it. 
Its  adoption  does  not  entail  any  beyond  the  slightest  possible  interference 
with  the  industry  of  the  people,  and  this  is  the  principal  object  to  be 
kept  in  view  in  devising  a  scheme  of  taxation. 

The  two  principal  heads  under  which  indirect  taxes  are  classified  are 
those  of  customs  and  excise,  the  former  embracing  those  duties  on  com- 
modities which  are  levied  at  the  frontier,  and  the  latter  those  which  are 
raised  in  the  country  where  the  commodities  are  produced.  One  argu- 
ment which  is  always  used  in  favour  of  customs  duties  is,  that  they  are 
collected  at  a  very  small  cost,- which  in  this  country  does  not  much 
exceed  8  per  cent,  on  the  amount  collected.  But  Mr.  Cliffe  Leslie, 
whose  essay  on  Financial  Reform  *  is  an  exhaustive  statement  of  all  the 
arguments  against  indirect  taxation,  has  taken  pains  to  show  that  this 
low  per  centage  does  not  prove  that  the  cost  to  the  country  is  really 
small.  If  there  were  no  customs  duties,  every  ship  would  be  free  to  load 
and  unload  at  any  part  of  our  coasts  or  of  our  navigable  rivers  where  such 
operations  could  possibly  be  carried  on,  but  to  allow  this  would  be  greatly 
to  increase  the  cost  of  collecting  the  duties.  It  would  be  necessary 
that  Custom  House  officials  should  be  stationed  at  every  place  where  a 
ship  could  possibly  discharge  its  cargo  in  order  to  be  ready  to  examine  it 
immediately  on  arrival,  and  to  decide  whether  any  and  what  duties 

*  Cobdea  dub  Essays,  2nd  series,  1871-2. 
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should  be  paid.  The  expense  and  difficulty  of  providing  such  a  number 
of  officials  would  be  enormous,  and  it  is  therefore  provided  by  law  that  no 
ship  shall  load  or  unload  at  any  place  which  has  not  previously  been 
declared  a  port.  There  are  now,  or  there  were  in  1871, 188  ports  in  the 
United  Kingdom ;  but  even  at  these  privileged  places  the  importation  of 
some  taxed  articles  ia  not  permitted.  There  are  only  59  to  wliich  wine  can 
bo  brought,  and  only  11  where  it  can  1x5  tested  for  the  purpose  of  decid- 
ing how  much  duty  is  to  be  paid  on  it,  and  there  are  only  85  at  which 
tobacco  can  be  imported.  It  is  obvious  that  these  restrictions  force  trade 
into'channels  into  which  it  would  not  naturally  flow,  and  as  the  course 
which  men  naturally  take  in  pursuing  their  own  interests  is  that  which 
meets  with  the  least  resistance,  it  follows  that  the  artificial  direction 
thus  given  to  trade  must  be  more  troublesome,  or,  in  other  words,  more 
costly.  Merchants  must  send  their  goods  to  those  places  which  have 
been  selected  by  the  Custom  House  authorities ;  and  these  places  must 
therefore  be  selected  as  the  termini  of  roads  or  railways  along  which  the 
goods  are  to  be  conveyed  to  the  consumers.  Instead  of  sending  goods  to 
the  part  of  the  coast  nearest  to  their  ultimate  destination,  merchants 
must  send  them  to  a  port,  however  circuitous  the  route  may  be,  and  this 
diversion  forms  an  a4dition  to  the  cost  of  commodities  of  which  no 
account  is  taken  in  Custom  House  calculations.  From  time  to  time  new 
places  are  declared  ports,  but  applications  for  the  purpose  are  always 
resisted  by  the  officials  of  the  Custom  House,  on  the  ground  that  the 
trade  of  the  place  is  inconsiderable  and  that  they  have  no  reason  to 
expect  much  profit  from  the  concession.  To  these  arguments,  Mr.  Leslie 
replies  : — "  The  Commissioners  of  Customs  are  accustomed  to  reply  to 
memorials  for  privileges  of  importation  and  warehousing  that  the  places 
from  which  they  proceed  have  but  little  foreign  commerce  and  no  con- 
siderable consumption  of  dutiable  conimodities,  as  though  their  own 
restrictions  might  not  be  the  cause  of  that  state  of  things,  as  though 
this  were  not  an  age  of  progress  in  which  places  may  suddenly  rise  from 
obscurity  to  opulence  and  eminence,  and  as  though  the  foreign  trade 
of  any  place  could  be  great  at  the  beginning."  (p.  198).  If  vessels 
were  allowed  to  unload  wherever  their  owners  pleased,  every  place 
would  have  a  fair  chance  of  becoming  a  centre  of  trade  ;  but  now  that 
no  use  can  be  made  of  a  bay  or  estuary  until  it  has  iDeen  declared  a  port, 
the  trade  of  many  places  is  nipped  in  the  bud.  It  is  not  worth  while  to 
deepen  a  harbour,  because  the  town  has  no  foreign  trade ;  and  the  fact 
that  the  harbour  has  not  been  deepened  prevents  it  from  being  declared 
a  port,  and,  therefore,  from  acquiring  any  trade.  It  is  not  unreasonable 
to  suppose  that  many  shipwrecks  might  have  been  avoided  if  our  coasts 
were  more  thickly  studded  with  harbours,  as  they  certainly  would  be  if 


Digitized  by  VjOOQIC 


CUSTOMS.  598 

it  were  not  for  Cnstom  House  restnctious,  but  the  loss  thus  oocasioned 
is  incaleulable  and  does  not  figure  in  official  statements.  The  great 
objection  to  all  interference  with  industry  is^  that  what  appears  to  be  a 
slight  restriction,  may,  and  frequently  does,  produce  unforeseen  evils  of 
a  serious  kind  ;  and  this  applies  as  strongly  in  the  case  of  purely  fiscal 
regulations  as  in  that  of  restrictions  imposed  for  the  protection  of  native 
industry.  London  is  especially  favoured  by  the  Custom  House  officials, 
but  the  concentration  of  foreign  commerce  in  London  is  a  questionable 
benefit  to  its  inhabitants,  and  is  certainly  an  injury  to  the  rest  of  the 
country.  Even  in  the  particular  towns  which  are  favoured  in  compari- 
son with  others,  there  is  not  perfect  liberty  for  ships  to  load  and  unload 
at  the  places  most  convenient  to  the  owners,  but  these  operations  must 
be  performed  at  the  places  where  they  can  be  overlooked  by  the  Custom 
House  officials.  The  space  is  confined  in  order  to  &cilitate  supervision, 
and  the  crowding  which  is  the  necessary  consequence  imposes  much 
delay  and  inconvenience  on  the  merchants,  which  must  be  in  some  way 
or  other  paid  for  by  their  customers.  The  inconvenience  of  Custom 
Honse  regulations  is  very  little  dimioished  by  the  repeal  of  duties  as 
long  as  any  are  left  unrepealed,  for  all  ships  and  railway  trains  must  be 
inspected  to  see  whether  they  contain  any  taxed  articles.  The  whole 
coast  must  be  guarded  by  a  complete  cordon  of  revenue  officers,  in  order 
that  smuggling  on  any  part  of  it  may  be  detected  and  suppressed,  and 
the  luggage  of  non-commercial  travellers  must  be  inspected  for  fear  it 
should  contain  any  contraband  articles. 

It  has  often  been  objected  to  these  duties  that  they  require  each  trader 
through  whose  hands  the  goods  pass  to  employ  a  larger  sum  of  money  in 
his  trade  than  he  would  otherwise  do  in  order  to  pay  the  tax,  and  that 
his  customers  must  reimburse  not  only  his  actual  outlay  but  the  profit 
which  he  might  have  made  on  his  money  if  he  had  not  been  compelled 
to  advance  it  to  the  government.  J.  B.  Say  was  of  opinion  that  the 
increase  of  the  burden  thus  occasioned  was  not  compensated  by  any 
corresponding  benefit  to  the  Treasury,  but  Eicardo  shewed  (chap, 
xxiz)  that  this  is  incorrect,  because  such  a  method  of  collecting  the 
reveuue  enables  the  government  to  get  the  money  earlier  than  it  would 
otherwise  do,  and  practically  to  gain  as  much  in.  the  form  of  interest  as 
the  merchants  and  manufacturers  lose.  Either  the  government  wants 
the  money  immediately,  in  which  case  it  is  spared  the  necessity  of  issuing 
exchequer  bills  or  raising  some  other  kind  of  loan  on  which  iuterest 
would  be  paid,  or  it  does  not  want  the  money,  in  which  case  it  can 
make  a  profit  by  redeeming  some  of  its  own  stock,  or  lending  directly 
to  the  manu&cturers  whom  it  obliges  to  advance  the  duty.  Another 
French  Economist,  Simonde,  is  also  noticed  by  Ricardo,  who  fell  into 
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the  error  of  calculating  the  additional  expense  as  if  it  were  a  charge  of 
10  per  cent,  every  time  the  goods  changed  hands,  and  by  reckoning  this 
at  compound  interest,  greatly  magnified  the  extent  of  the  burden.  As 
Ricardo  pointed  out,  the  rate  of  profit  should  not  be  reckoned  at  more 
than  10  per  cent,  per  annum,  and  if  the  goods  change  hands  six  times 
in  as  many  months  the  addition  to  the  price  would  not  be  60  per  cent., 
but  little,  if  at  all,  over  5  per  cent.  The  direct  loss  moreover  resulting  in 
this  way  may  be  reduced  almost  to  nil  by  a  proper  method  of  collecting 
the  duty.  The  system  of  bonding,  which  has  long  been  in  use  in  this 
country,  affords  great  relief  to  the  dealers  in  taxed  articles.  Instead  of 
the  duty  being  levied  as  soon  as  the  goods  are  imported,  they  are  allowed 
to  be  stored  in  bonding  warehouses,  and  no  duty  is  charged  as  long  as 
they  remain  there,  nor  is  it  charged  at  all  if  they  are  again 
exported  to  foreign  countries.  By  this  system  the  importer  is 
allowed  to  defer  payment  of  the  duty  until  the  time  when  he  is  prepared 
to  sell  the  goods  to  other  dealers,  and  the  extra  expense  which  he  incurs 
must  be  very  slight  when  he  takes  full  advantage  of  the  iacilities  afforded. 
The  system  is  far  from  perfect,  and  there  are  many  places  where  it  is 
difficult  to  procure  warehouses,  which,  at  the  same  time,  suit  the  mer- 
chants and  comply  with  the  rules  which  must  be  made  by  the  Custom 
House  authorities,  in  order  to  prevent  evasion  of  the  duties ;  but,  so  far 
as  it  goes,  it  affords  a  relief  to  the  trade  without  inflicting  any  loss  on 
the  revenue.  In  Norway,  it  is  carried  to  a  still  greater  extent,  for 
dealers  are  allowed  to  import  goods  on  merely  giving  security  that  the 
duty  will  be  paid,  and  to  pay  it  by  instalments  as  the  sales  are  effected. 
In  Norway,  therefore,  import  duties  can  hardly  produce  any  disturbance 
in  the  distribution  of  mercantile  capital,  which  is  more  than  can  be  said 
for  England.  For  a  longer  or  shorter  time  merchants  and  manufac- 
turera  are  required  to  advance  a  large  sum  of  money,  \vhich  they  would 
not  have  to  do  if  these  duties  did  not  exist,  and  this  necessity  gives  an 
advantage  to  the  wealthy  capitalist  over  his  poorer  rivals.  The  conse- 
quence is,  that  there  is  a  constant  tendency  in  those  trades  which  relate 
to  taxed  articles  to  get  into  tlie  hands  of  a  few  large  dealers.  Thus  the 
number  of  maltsters  is  found  to  be  diminishing,  and  the  whole  number 
of  distillers  in  England  is  said  to  be  no  more  than  eight.  This  concentra- 
tion must  be  to  some  extent  injurious,  for  the  fewer  the  competitors  the 
less  is  the  chance  of  one  of  them  introducing  an  improvement,  and  the 
process  almost  necessarily  entails  the  ruin  of  many  unsuccessful  com- 
petitors. As,  however,  it  is  advantageous  to  those  who  do  succeed,  it  is 
not  to  be  wondered  at  that  few  complaints  are  heard  from  the  traders 
themselves. 
When  a  particular  article  is  selected  as  the  subject  of  an  import  duty^ 
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there  alwajs  arises  the  question  whether  all  qualities  shall  be  taxed 
alike^  or  an  attempt  made  to  vary  the  duty  according  to  the  real 
or  supposed  value  of  the  article.  The  former  course  is  more  popular 
with  the  dealers  themselves^  but  it  obviously  makes  the  tax  press  very 
unequally  on  poor  and  rich  consumers.  The  tobacco  duty  is  cited  by 
Mr.  Leslie  as  an  instance  of  this  inequality^  the  duty  amounting  to  about 
26  per  cent,  on  the  best  cigars,  and  to  500  per  cent,  on  the  inferior  tobacco 
used  by  the  working  classes.  This,  however,  is  not  of  so  much  conse- 
quence in  itself,  for  an  inequality  in  respect  of  one  tax  is  not  enough 
to  condemn  it  if  counteracted  by  another  inequality  in  other  taxes,  and 
there  are  several  from  which  the  working  classes  are  practically  exempted. 
But  so  high  a  duty  as  500  per  cent,  constitutes  a  great  premium  on 
smuggling,  and  all  uniform  duties  must  on  this  account  be  more  or  less 
objectionable.  If  an  attempt  is  made  to  vary  the  duty  according  -to 
quality,  complaints  at  once  arise  of  the  inconvenience  which  is  thereby 
caused  to  importers.  The  sugar-duty,  which  has  been  repealed  since 
Mr.  Leslie's  essay  was  written,  is  cited  by  him  as  an  instance  of  the  great 
annoyance  and  uncertainty  which  such  attempts  introduce  into  the  trade. 
Sugar  producers  complained  that  they  found  it  impossible  to  tell  before- 
hand how  much  duty  would  be  charged  on  any  particular  quality, 
and  even  when  samples  were  sent  out  to  India,  in  order  to  guide  the 
manufecturers  on  the  point,  they  were  so  much  altered  during  the  voyage 
as  to  be  quite  worthless.  Being  constantly  exposed  to  loss  on  account 
of  a  higher  duty  being  charged  than  had  been  expected,  the  manufac- 
turers found  that  the  most  convenient  course  was  to  send  none  but  the 
lowest  qualities  to  the  English  market.  In  spite  of  all  the  precautions 
that  could  be  taken  to  secure  uniformity  in  the  decisions  of  the  officials 
employed  to  examine  sugar,  there  was'  always  some  room  left  for  differ- 
ences of  opinion,  and  the  merchants  thought  it  hard  when  a  doubtful 
case  was  decided  against  them.  Although  Customs  duties  are  certainly 
indirect  taxes,  as  the  dealers  recoup  themselves  by  raising  their  prices, 
they  do,  as  Mr.  Leslie  argues,  fall,  in  many  cases,  on  producers  and 
dealers,  and  on  them  alone.  It  must  often  happen  that  a  commercial 
venture  leaves  no  profit,  or  even  leaves  a  loss,  and  when  the  duty  has 
been  paid  the  merchant  is  not  compensated  at  all ;  and  this  more 
particularly  applies  to  such  cases  as  that  of  sugar,  where  the  amount  of 
the  tax  was  a  most  uncertain  quantity.  The  system  on  which  the  wine 
duties  are  now  levied  appears  to  combine  the  disadvantages  of  both 
systems,  for,  while  it  renders  it  necessary  that  all  wine  shall  be  tested,  it 
does  not  vary  the  rates  in  any  proportion  to  the  value  of  the  wine.  The 
duty  is  levied  according  to  the  quantity  of  alcohol  in  the  liquor,  though 
why  this  should  be  taken  as  a  basis  has  never  been  satisfactorily  explained. 
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It  waa  assomedy  when  the  Bjstem  was  introduced,  that  no  natural  wine 
ever  contained  more  than  26  per  cent,  of  alcohol,  and  that  any  excess 
above  that  point  must  be  due  to  the  artificial  introduction  of  spirits ;  and 
this  assumption  is  still  acted  on,  although  it  has  been  abundantly  proved 
that  many  imadulterated  wines  contain  as  much  as  30  per  cent,  of 
alcohol.  All  wines  which  contain  less  than  this  are  subjected  to  the 
lower  duty,  while  the  higher  is  charged  on  all  which  exceed  it  and  do 
not  exceed  45  per  cent.,  above  which  latter  point  the  liquor  is  regarded 
as  spirits,  and  taxed  accordingly.  This  classification  has  the  effect  of 
encouraging  the  importation  of  French  wine,  and  of  discouraging  those 
of  .Spain  and  Portugal,  and,  of  course,  gives  rise  to  complaints  from  the 
latter  countries  against  what  they  consider  as  the  partiality  of  the  Eng- 
lish system.  It  is,  of  course,  made  an  excuse  in  Portugal  for  keeping 
up  duties  on  English  goods.  The  adoption  of  the  alcoholic  test  makes 
it  necessary  to  limit  the  number  of  ports  at  which  wine  can  be  imported 
and  tested,  in  order  that  uniformity  may  be  secured  in  the  decisions  of 
the  official  testers ;  and  this,  as  before  mentioned,  is  a  great  impediment 
to  the  growth  of  many  of  the  smaller  ports,  and  must  be  an  injury  to  the 
consumers.  An  uniform  duty,  which  has  often  been  reconmiended, 
would  do  away  with  these  objections,  but  would  still  leave  the  inequality 
of  the  tax  untouched. 

Duties  on  exports,  which  are  imposed  in  some  countries,  can  only 
succeed  in  exceptional  cases.  If  the  article  is  one  which  is  produced  in 
several  countries  at  a  nearly  equal  cost,  an  export  duty  can  have  no 
other  effect  than  to  deprive  the  country  which  adopts  it  of  a  foreign 
market  for  its  produce,  and  thus  fails  to  yield  a  revenue  while  doing  no 
good  to  any  one.  There  are,  however,  a  few  cases  in  which  one  country 
has  so  great  an  advantage  over  others  in  the  production  of  a  particular 
article  that  a  reasonable  duty  can  hardly  cause  any  falling  off  in  the 
foreign  demand.  Cotton  in  the  United  States,  gold  in  Australia,  and 
coal  in  England,  are  instances  of  this  kind.  By  the  Odmmercial  Treaty 
with  France  England  has  bound  herself  not  to  levy  an  export  duty  on 
coal,  and  Mr.  Jevons  has  expressed  a  strong  disapproval  of  this  clause. 
His  object  being  to  draw  attention  to  the  danger  of  the  exhaustion  of 
our  coal  supply,  he  is  naturally  disposed  to  object  to  any  measure  which 
encourages  the  consumption  of  coal,  and  he  finds  fault  with  the  Govern- 
ment for  resigning  its  liberty  of  action  in  so  important  a  matter.  But 
in  order  that  an  export  duty  may  check  the  exhaustion  of  the  coal-fields, 
it  must  be  high  enough  to  deter  foreigners  from  buying  it ;  and  if  it  did 
so  it  would  cease  to  yield  a  revenue,  and  become  a  matter,  not  of  finance, 
but  of  public  policy.  For  the  present,  at  least,  the  imposition  of  such  a 
duty  could  have  hardly  any  effect,  for  the  quantity  of  coal  exported  is 
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but  a  very  small  part  of  the  whole  quantity  prodaced^  and  if  it  were 
redaced  to  nothing  the  ultimate  exhaastion  of  the  supply  would  be 
hardly  at  all  retarded.  The  export  of  coal  is  commonly  spoken  of  as  if  it 
were  handing  over  to  foreigners  what  we  may  some  day  want  for  our- 
selves, but,  in  &ct,  a  great  part  of  what  is  exported  is  sent  to  various 
dep6ts  for  the  use  of  English  steamers  ;  and  English  trade  would  suffer 
if  the  exportation  was  stopped.  While  the  exportation  is  allowed  to  go 
on  it  is  as  advantageous  to  Englishmen  as  it  is  to  foreigners,  and  it  is  a 
singular  sort  of 'J)hilanthropy  which  would  impose  sacrifices  on  the 
present  generation  of  Englishmen  and  foreigners  in  order  that  at  some 
future  time  there  may  be  an  artificial  inducement  to  our  posterity  to 
inhabit  these  islands  rather  than  any  other  portion  of  the  globe.  Every 
one  who  has  read  Mr.  Jevons'  book  on  the  coal  question  must  have  been 
struck  with  the  ability  with  which  the  facts  and  arguments  are  arranged  ; 
but  there  is,  it  appears  to  me,  one  oversight  which  takes  away  the  value 
of  the  conclusions  arrived  at.  The  author  proves  that  the  manufacturing 
supremacy  of  Great  Britain  has  been  chiefly  owing  to  the  development 
of  the  coal-fields,  and  that  if  the  consumption  of  coal  increases  at  its 
present  ratio  the  whole  supply  will  be  exhausted  in  less  than  a  century. 
This  is  enough  to  show  that  we  cannot  expect  that -Great  Britain  will 
continue  to  keep  ahead  of  other  countries,  or  to  make  such  rapid  progress 
as  it  has  done  during  the  last  century ;  but  he  goes  further,  and  concludes 
that  it  will  be  poorer,  absolutely,  than  it  is  now,  and  not  merely  relatively 
to  other  countries.  This  by  no  means  follows,  for  as  the  country  made 
progress  before  coal  was  used,  and  as  other  countries  which  have  no  coal 
make  progress,  so  Great  Britain  may  continue  to  progress  at  a  slower 
rate  when  the  production  of  coal  has  slackened  or  altogether  stopped. 
The  speedy  exhaustion  of  which  Mr.  Jevons  speaks  will  only  take  place 
if  the  consumption  continues  to  increase  at  its  present  geometrical  ratio, 
while  if  the  annual  production  remained  at  double  its  present  figure  the 
coal  would  last  for  more  than  three  centuries,  and  it  is  hardly  necessary 
to  forecast  what  would  happen  at  so  remote  an  epoch.  The  area  of  the 
British  coal-fields  far  exceeds  that  of  all  the  rest  of  Europe,  and  as  Con- 
tinental countries  contrive  to  advance  while  under  this  disadvantage,  so 
Great  Britain  may  do  the  like,  though  its  progress  may,  and  probably 
wiU  be,  slower  than  it  has  hitherto  been.  Any  check  on  the  export  of 
coal,  while  it  would  fail  to  do  more  than  postpone  for  a  few  years  the 
ultimate  exhaustion  of  the  supply,  would,  by  impeding  the  free  expansion 
British  commerce  and  industry,  impede  the  introduction  of  those 
improvements  in  farming  and  manufactures  which  afford  the  best  means 
of  enabling  a  people  to  contend  against  the  disadvantage  of  diminished 
mineral  resources. 
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A  ByBtem  of  Excise  naturally,  and  almost  of  necessity,  acoompaniefi  the 
establishment  of  Customs  duties.  If  a  duty  is  levied  upon  articles 
imported  from  abroad,  it  would  obviously  fail  to  yield  any  revenue  at  all 
if  similar  articles  could  be  produced  in  the  country  without  paying  any 
duty.  Hence  the  best  subjects  for  an  import  dui^  are  such  articles  as 
cannot  be  produced  in  the  country,  or  can  only  be  produced  at  such  an 
exorbitant  cost  as  to  render  competition  with  the  foreigner  a  hopeless 
enterprise.  Tea  answers  to  this  description,  and  the  duty  on  it  yields  a 
large  revenue  with  about  as  little  inconvenience  as  any  Customs  duty 
can  cause.  It  is  not  necessary  that  any  precautions  should  be  taken  to 
see  that  tea  is  not  grown  in  the  country,  for  it  is  well  known  that  no 
such  attempt  will  ever  be  made.  But  in  the  case  of  spirits  it  is  ob- 
viously necessary  to  levy  a  duty  from  native  manufacturers  corresponding 
to  that  levied  from  importers  ;  and  neither  duty  would  be  sufficient  with- 
out the  other.  Great  as  are  the  inconveniences  which  attend  the  levying 
of  a  Customs  duty,  they  are  slight  in  comparison  with  those  which  an 
Excise  duty  causes  to  producers.  It  is  bad  enough  that  merchants  should 
be  compelled  to  send  their  goods  to  places  which  are  inconvenient  to 
themselves  because  they  happen  to  suit  the  officials  of  the  Custom  House, 
but  it  is  far  worse  that  producers  should  only  be  allowed  to  produce  at  the 
times  and  places  and  in  the  manner  which  suits  the  Excise  officers.  It  is 
but  fair,  however,  to  admit  that  there  are  cases  in  which  an  Excise 
duty  actually  leads  to  an  improvement  in  production,  although,  as  a 
general  rule,  it  has  the  contrary  eflfect.  A  remarkable  instance  of  this 
kind  is  given  by  McCulloch  in  his  work  on  Taxation  (pp.  166-7,  8rd 
edition).  "In  1786,  in  order  to  prevent  Scotch  distillers  from  evading 
the  payment  of  a  spirit  duty,  a  calculation  was  made  of  the  amount  of 
spirits  which  could  be  produced  in  a  still  of  a  given  size,  and  the  license 
duty  was  imposed  on  every  still  in  proportion  to  its  cubic  contents. 
This  held  out  an  inducement  to  distillers  to  discover  some  means  of 
making  a  still  do  its  work  in  a  shorter  time,  and  it  was  soon  discovered 
that  by  lessening  the  depth  of  the  stiQ  and  increasing  its  diameter,  a 
larger  surface  would  be  exposed  to  the  action  of  the  fire,  so  that 
its  contents  would  be  run  off  in  considerably  less  time."  A  few  hours 
then  sufficed  to  do  what  had  taken  a  week  under  the  old  system,  and 
the  improvement  having  been  generally  adopted  the  government  found 
it  necessary  to  increase  the  duty.  This  was  done  more  than  once,  but 
each  time  the  distillers  adopted  a  fresh  improvement,  until  at  length 
they  were  able  to  do  in  three  minutes  what  had  taken  a  week  before 
their  inventive  powers  were  stimulated  by  the  imposition  of  the  duty. 

Every  trade  which  is  subject  to  an  Excise  duty  must  be  exposed  to 
constant  supervision  by  the  collectors,  in  order  that  nothing  may  be 
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produced  without  the  duty  being  paid  on  it ;  but  even  at  the  befit  the 
visits  of  these  collectors  are  a  constant  source  of  annoyance^  and  the 
restrictions  which  they  impose  act  as  a  great  hindrance  to  improvements 
in  production.  When  a  duty  was  levied  in  this  country  on  glass  the 
manufacturers  were  not  allowed  to  make  experiments  without  having 
received  special  permission,  which  was  seldom  granted,  and  an  improve- 
ment which  was  discovered  was  actually  forbidden  because  it  might 
have  led  to  some  evasion  of  the  duty.  By  successive  additions,  moreover, 
the  duty  was  made  so  high  as  greatly  to  check  the  consumption,  which 
was  actually  less  in  1813  than  it  had  been  in  1794.  Not  only  wore 
people  discouraged  from  using  mirrors  and  building  hothouses,  but  a  very 
serious  obstacle  was  placed  in  the  way  of  producing  the  glass  instruments 
required  for  chemical  and  other  scientific  experiments.  When  the  duty 
was  repealed  in  1845  a  distinguished  astronomer  expressed  a  belief  that 
many  discoveries  in  astronomy  and  other  sciences  might  be  expected  to 
follow,  the  benefit  from  which  is,  of  course,  incalculable.  A  large  num- 
ber of  Excise  duties  have  been  repealed  during  the  last  40  years,  but  the 
few  which  are  retained  still  cause  great  inconvenience  ;  thus  Mr.  Leslie 
tells  us  that  "  A  manufacturer  of  glucose  was  lately  stopped  in  the  execu- 
of  important  improvements,  lest  the  use  of  that  species  of  sugar  in 
brewing  in  the  mode  designed  should  lead  to  evasion  of  the  malt  duty  '* 
(p.  224).  The  duty  on  spirits  not  only  raises  the  price  of  strong  drinks 
but  impedes  the  growth  of  a  number  of  manufactures.  When  methyllated 
spirits,  which  contained  a  mixture  of  wood  naphtha,  were  admitted  duty 
free,  they  were  at  once  used  for  the  following  purposes  : — "  Making 
furniture  polish,  varnishes,  and  lacquers,  dissolving  gum  resins  for  hat 
manufecturers,  manufacturing  hypersperm  oil,  chloroform,  sulphuric, 
nitric,  and  chloric  ethers,  sweet  spirit  of  nitre,  fulminating  powder  and 
transparent  soaps,  extracting  vegetable  alkaloids,  such  as  quinine, 
morphia,  <&c.,  making  soap  liniment  and  extracts  required  in  veterinary 
medicines,  preparing  gpldbeaters'  skins,  floating  mariners'  compasses, 
and  filling  spirit  levels,  preserving  objects  of  natural  history,  in  chemical 
and  anatomical  researches,  and  as  a  source  of  light  and  heat  for  domestic 
purposes  in  a  great  variety  of  appliances  of  luxury  and  comfort,  from  the 
spirit  lamp  on  the  breakfast  table  to  the  singeing  apparatus  in  the  stable." 
As  regards  transparent  soap  no  permanent  benefit  was  derived  frt)m  the 
permission  to  use  methyllated  spirits,  for  their  odour  proved  so  disagree- 
able to  the  public  that  the  experiment  had  to  be  abandoned,*  and  I  believe 
that  all  the  soap  of  this  kind  which  is  now  used  in  this  country  is 
imported  from  the  Continent,  where  lower  duties  are  imposed  on  spirits. 

Cliffe  LesUe  (p.  226). 
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"The  Excise  Department,"  says  Mr.  Leslie,  "prohibits  the  cnltiyation 
of  tobacco  in  the  United  Kingdom,  forbids  farmers  to  steep  grain,  save 
on  the  farm  on  which  it  is  to  be  consumed,  and  a  quarter  of  a  mile  at  least 
from  any  malt-house  or  kihi,  disallows  the  manufacture  of  sugar,  unless 
on  the  same  premises  through  every  stage  of  the  processes,  denies  to  the 
brewer  the  use  of  sugary  unless  in  a  solid  form,  prescribes  the  course  of 
manufecture  minutely  in  certain  industries,  with  heavy  penalties  for  the 
smallest  deviation  from  regulations  which  are  sometimes  grossly  wastefnl 
and  always  obstructive  "  (p.  220).  When  we  consider  that  every  duty, 
whether  levied  at  the  Custom  House  or  at  the  Excise-office,  gives  rise  to 
some  such  obstruction  or  annoyance,  it  appears  singular  that  McCuUoch 
should  have  thought  it  right  to  protest  against  the  policy  which  has  been 
pursued  by  the  English  Government,  both  before  and  since  his  death,  of 
repealing  duty  after  duty,  and  reducing  them  to  an  insignificant  number. 
He  argues,  that  in  order  that  a  large  revenue  may  be  secured  it  must 
stand  on  a  broad  basis,  and  that  if  a  few  articles  are  heavily  burdened 
public  attention  is  concentrated  upon  them,  and  continual  complaints  are 
made  of  the  pressure  of  each  duty  until  it  is  repealed.  But  there  is 
nothing  really  safer  in  raising  a  revenue  from  a  great  number  of  articles 
than  from  a  few  which  are  universally  consumed.  It  is  the  wealth  of 
the  people  which  enables  them  to  bear  taxation,  and  if  the  articles 
selected  for  taxation  are  such  as  they  cannot  do  without  the  government 
can  depend  on  receiving  a  large  and  certain  revenue  from  them.  Com- 
plaints are  just  as  likely  to  arise  when  many  articles  are  taxed  as  when 
only  a  few  are  so,  but  the  government  is  better  able  to  resist  the 
clamour  against  a  particular  tax  when  it  is  able  to  refer  to  its  pro- 
ductiveness, and  to  challenge  the  objectors  to  provide  a  substitute.  Much 
has  been  said  of  late  years  in  favour  of  ^'  a  free  breakfast-table,"  but  the 
fact  that  the  sugar  duty  has  been  repealed  does  little  to  strengthen  the 
hands  of  those  who  would  repeal  the  duty  on  tea.  This  latter  duty  is 
exceedingly  productive,  and  causes  as  little  inconvenience  to  the  dealers 
and  consumers  as  any  Customs  duty  can  do,  and  the  repeal  of  the  sugar 
duty  is  more  likely  to  be  adduced  by  statesmen  as  a  reason  for  taking  off 
some  direct  tax  than  for  continuing  still  further  to  reduce  the  number 
of  indirect  taxes.  Those  who  object  to  a  particular  tax  are  too  apt  to 
argue  as  if  it  was  a  question  between  it  and  and  no  tax,  and  to  forget 
that  it  is  really  a  question  between  it  and  some  other  tax.  The  paper 
duty,  for  instance,  was  persistently  attacked  and  eventually  repealed  on 
the  ground  that  it  was  a  tax  on  knowledge,  though  in  point  of  feet  there 
was  no  greater  obstacle  placed  in  the  way  of  the  spread  of  knowledge  by 
raising  the  revenue  in  this  way  than  there  would  have  been  if  an  equal 
amount  had  been  raised  by  any  other  tax.    It  is  true  that  the  paper 
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duty  raised  the  price  of  paper,  although  the  difference  was  hardly  per- 
ceptible to  the  consomeTB,  but  eyen  if  books  and  newspapers  had  been 
made  perceptibly  dearer  by  the  tax,  it  would  by  no  means  have  followed 
that  any  check  was  put  to  the  spread  of  knowledge.  If  there  had  been 
no  duty  on  paper  some  other  tax  must  have  been  imposed,  and  the 
reading  public,  though  they  would  have  had  less  to  pay  for  their  books, 
would  have  hatd  more  to  pay  for  other  taxes.  Whether  they  paid  their 
taxes  at  the  same. time  that  they  bought  their  books,  or  at  different 
times,  could  not  make  much  difference  to  them,  since  in  either  case  they 
would  have  the  same  sum  to  spend  on  books  and  taxes  together.  While 
I  cannot  share  the  regret  expressed  by  McOuUoch  at  the  repeal  of  the 
paper  duty,  I  must  admit  that  he  has  made  out  a  good  case  for  its 
retention,  and  that  its  re-imposition  would  be  faUj  justified,  if  at  any 
future  time  it  were  found*  difficult  to  raise  a  sufficient  revenue  from 
existing  taxes. 

There  is  generally  some  difficulty  in  raising  a  revenue  by  taxing  any 
article  which  is  produced  in  the  country  as  well  as  imported  from 
abroad.  The  volume  which  contains  Mr.  Leslie's  article  contains 
another  by  Herr  Julius  Paucher,  whose  object  is  to  show  that  the  slight 
difference  between  the  duties  on  home-made  spirits  and  those  imported 
from  abroad  acts  as  a  protective  duty  in  favour  of  English  distillers. 
The  higher  rate  on  foreign  spirits  is  adopted  as  a  compensation  for  the 
restrictions  imposed  on  native  distillers  which,  according  to  them,  placed 
them  at  a  disadvantage  in  competing  with  foreign  rivals,  but  H.  Faucher 
disputes  the  validity  of  the  excuse.  One  of  the  Excise  regulations  which 
is  compensated  in  this  way  is  the  prohibition  against  brewing  and 
distilling  at  the  same  time,  but  he  denies  that  there  are  any  manufac- 
turers on  the  Continent  who,  by  being  allowed  to  brew  and  distil  at  the 
same  time,  gain  any  advantage  over  their  English  rivals.  If  this  is  so 
it  is  obvious  that  the  difference  between  the  Customs  and  Excise  duty  on 
spirits  acts  as  a  check  on  importation,  and  must  to  some  extent  relieve 
the  native  manufacturers  from  the  wholesome  influence  of  competition, 
and  subject  the  consumers  to  a  corresponding  loss.  In  some  cases, 
where  a  difficulty  has  been  met  with  in  levying  both  a  Customs  and  an 
Excise  duty  on  a  particular  article,  the  knot  has  been  cut  by  prohibiting 
its  production  within  the  country.  So  barbarous  an  expedient  has  veiy 
naturally  excited  more  indignation  than  it  really  deserved  ;  but,  even  at 
the  best,  it  is  a  perilous  undertaking  for  a  government  to  debar  its  sub- 
jects from  engaging  in  an  occupation  which  may  turn  out  to  be  an 
extremely  profitable  one,  though,  of  course,  it  cannot  at  first  be  thought 
of  much  importance.  The  celebrated  order  of  the  Dutch  government 
to  destroy  the  spice  trees  in  certain  parts  of  its  East  Indian  possessions 
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has  always  been  cited  as  an  instance  of  the  prompting  of  a  narrow  com- 
mercial selfishness^  and  Hamboldt  could  give  no  stronger  instance  of  the 
arbitrary  tyranny  of  the  Spanish  government  than  its  order  to  the 
Viceroy  of  Mexico  to  destroy  the  vines  and  olive  trees  which  had  been 
planted  in  that  colony.  Yet  the  first  of  these  was  certainly,  and  the 
second  may  possibly  have  been,  not  a  wit  more  tyrannical  than  the  pro- 
hibition which  is  still  enforced  by  our  own  government  against  the 
cultivation  of  tobacco  in  the  United  Kingdom.  It  is  not  simply  the 
legacy  of  a  distant  age,  but  the  experiment  of  allowing  its  cultivation 
has  been  fairly  tried  and  abandoned  for  fiscal  reasons.  In  England, 
indeed,  it  was  prohibited  ahnost  as  soon  as  it  had  commenced,  but  in 
Scotland  it  was  permitted  down  to  the  middle  of  the  last  century,  and 
was  suppressed  on  account  of  the  diflSculty  of  enforcing  the  payment  of 
the  Excise  duty  upon  home-grown  tobacco.  Ireland  still  remained  free 
in  this  respect ;  but  here  again,  as  in  the  case  of  Scotland,  as  soon  as 
the  cultivation  of  tobacco  assumed  any  large  proportions  it  was  pro- 
hibited by  the  government.  It  was  finally  suppressed  by  the  Act  2, 
William  IV,,  cap.  20,  "  the  vigorous  enforcement  of  which,"  says  Mr, 
McCulloch,  "notwithstanding  the  clamours  it  occasioned,  was  highly 
creditable  to  the  government  (p.238),"  This  prohibition  is  still  made  a 
matter  of  complaint  by  Irish  politicians  ;  and  as  some  parts  of  Ireland 
are  well  qualified  for  tobacco  culture,  it  is  much  to  be  regretted  that  so 
poor  a  country  should  have  been  deprived  of  one  chance  of  retrieving  its 
fortunes.  It  does  not  appear  why  English  officials  should  find  it  more 
difficult  to  levy  an  Excise  duty  on  tobacco  than  their  brethren  in  France, 
where  the  culture  of  tobacco  is  permitted.  Perhaps  the  real  secret  of 
the  difficulty  is  the  exorbitant  height  of  the  duty  which,  as  it  amounts 
in  some  cases  to  500  per  cent.,  holds  out  a  great  temptation  to  smug- 
gling, and  as  long  as  this  temptation  remains  the  revenue  wiU  always 
be  defrauded,  whether  it  is  collected  by  Custom  House  or  by  Excise 
officers.  All  the  inconveniences  of  indirect  taxes  are  due  to  the  desire 
of  men  in  general  to  evade,  by  fair  means  or  foul,  every  tax  which  they 
possibly,  can,  and  the  difficulty  in  selecting  the  subjects  for  taxation  of 
this  kind  is  the  same  as  besets  the  choice  of  direct  taxes.  If  the  general 
standard  of  morality  were  high  enough  to  render  it  safe  to  trust  the 
statements  of  merchants  and  travellers  as  to  the  amount  of  taxable  goods 
whict  they  brought  into  the  country,  all  the  delay  and  annoyance  and 
and  half  the  trouble  which  attend  the  establishment  of  a  Custom  House 
would  be  dispensed  with,  and  duties  on  vnne  and  tobacco  would  be  as 
easily  collected  as  the  revenue  of  the  post-office.  Taxation,  however, 
must  be  made  to  suit  men  as  they  are,  not  as  they  ought  to  be ;  and  as, 
in  point  of  fact,  indirect  taxes  do  more  than  direct  ones  to  divert  capital 
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and  labour  into  channels  where  they  wonld  not  naturally  flow,  and  to 
dry  np  the  sources  of  national  wealth,  they  ought  'never  to  be  resorted 
to  when  it  is  possible  to  raise  a  revenue  by  direct  taxes. 

Duties  on  spirits  and  other  intoxicating  liquors  find  favour  with  certain 
sections  of  politicians,  because  they  appear  to  combine  the  advantage  of 
discouraging  intemperance  with  that  of  yielding  a  considerable  revenue. 
These  two  objects  are  quite  incompatible,  and  it  would  be  much  better 
if  financiers  confined  themselves  to  the  proper  function  of  raising  a 
revenue  without  trying  at  the  same  time  to  improve  the  habits  of  the 
;)eople.    In  order  to  raise  a  large  revenue  from  an  indirect  tax,  a  mode- 
rate duty  should  be  imposed  on  some  article  which  is  consumed  by  great 
numbers  of  people,  and  which  is  so  popular  with  them  that  they  will 
not  consume  less  even  when  its  price  is  higher.  Intoxicating  liquors  are  a 
very  proper  subject  for  such  a  duty,  but  when  the  desire  of  discouraging 
intemperance  is  allowed  to  affect  the  judgment  of  financiers  the  duty  is 
raised  to  an  exorbitant  height,  and  the  falling  off  in  the  revenue  is 
supposed  to  be  compensated  by  greater  sobriety.    The  high  duty  leads 
to  smuggling  and  illicit  distillation,  and  the  diminution  in  the  amount  of 
liquor  which  pays  duty  is  gravely  quoted  as  if  it  showed  that  the  people 
were  actually  drinking  less.    It  is  much  like  the  belief  attributed  to  the 
ostrich,  that  it  is  out  of  sight  of  its  pursuers  when  it  has  buried  its  head 
in  the  sand.    The  list  above  quoted  of  manufactures  in  which  methyl- 
lated  spirits  are  used  is  enough  to  show  that  diminished  consumption 
implies  anything  rather  than  less  drunkenness.    In  order  that  the 
minority  who  drink  too  much  may  be  prevented  from  doing  so,  the 
majority  who  drink  in  moderation  are  made  to  pay  more  than  their  due, 
and  the  whole  community  is  made  to  suffer  from  the  increased  cost  of 
all  articles  in  whose  manufacture  spirits  are  used.    But  even  as  regards 
the  diminution  of  drunkenness  such  expedients  always  fail.    It  has  been 
abundantly  proved  that  no  penalties  and  no   taxes  are  sufficient    to 
prevent  those  who  want  strong  drinks  from  getting  them,  and  that  the 
more. severe  the  law  is  made  the  more  determined  is  the  resistance 
opposed  to  it.    When  exorbitant  duties  have  been  imposed  on  spirits 
smuggling  has  been  carried  on  on  a  large  scale,  and  so  well  organised  as 
even  to  defy  the  military  force  of  the  government,  and  it  is  only  when 
moderate  duties  are  substituted  that  smuggling  can  be  kept  within  mode- 
rate limits.    Even  where  the  duty  is  paid  it  does  not  follow  that  it  is 
made  more  difficult  for  drunkards  to  obtain  drink,  for  people  of  this  class 
will  part  with  anything  else  in  order  to  get  drink,  and  a  high  price  may 
prevent  them  from  getting  other  things,  but  not  from  getting  the  one 
thing  of  which  it  is  sought  to  deprive  them.    A  high  price,  moreover, 
encourages  adulteration,  and  adulterated  drink  is  more  injurious,  and 
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canses  more  drankenneBS  than  what  has  been  honestly  made.  Nor  is  it 
tnie  that  by  making  it  difficult  for  the  poor  to  get  spirits  we  prevent 
them  from  drinking  to  excess,  but,  on  the  contrary,  there  is  every  reason 
to  believe  that  if  they  were  able  to  get  as  much  as  they  wanted  they 
would  be  less  likely  to  drink  to  excess,  than  under  a  sj'stem  which  makes 
their  opportunities  few  and  far  between.  It  has  often  been  observed 
thatr  the  inhabitants  of  wine-growing  districts  are  habitually  sober,  and 
Laing's  account  of  Norway  points  to  the  same  conclusion.  Norw^^ian 
farmers  are  all  allowed  to  distil  on  their  own  account,  the  duty  on  spirits 
is  a  very  light  one,  and  it  is  extremely  easy  for  the  labourers  to  get 
spirits  whenever  they  choose.  The  consequence  is  not,  indeed,  that  the 
Norwegians  are  a  sober  people,  but  that  they  drink  more  regularly,  and 
are  not,  like  English  labourers,  unable  to  work  for  two  or  three  days 
after  they  have  received  their  weekly  wages.  Every  one  being  able  to 
distil  for  himself,  there  is  little  temptation  to  adulterate,  and  the  people, 
being  allowed  to  drink  when  they  please,  learn  to  control  themselves, 
instead  of  submitting  to  the  control  of  a  paternal  government.  The 
practice  pursued  in  Australia  of  entirely  prohibiting  the  use  of  drink  on 
the  stations  has  a  very  injurious  effect  on  the  shepherds,  as  it  produces  a 
craving  for  drink  which  leads  them,  when  they  get  a  holiday,  to  pass  all 
their  time  at  the  publichouse,  and  to  spend  in  a  few  days  the  savings  of 
a  whole  year ;  but  as  it  does  not  nnfit  them  for  doing  their  work  when 
they  return,  it  is  a  convenient  one  for  their  ^employers.  How  much 
better  it  would  be  if  the  simple  and  rational  system  pursued  in  Norway 
were  imitated  in  England  and  English  colonies.  Even  if  it  should  bring 
a  little  more  drunkenness,  such  a  result  would  be  a  light  price  to  jiay 
for  the  advantage  of  treating  men  as  responsible  beings. 

It  is  sometimes  said  that  it  is  dangerous  to  trust  for  revenue  to  a  tax 
on  intoxicating  liquors  when  the  growth  of  temperance  may  at  any  time 
put  a  stop  to  their  consumption.  The  opium-tax,  which  is  levied  in 
India,  is  sometimes  objected  to  on  this  account ;  but,  in  point  of  fact,  a 
habit  which  has  once  taken  possession  of  millions  of  men  cannot  be 
eradicated,  except  by  a  bng  and  gradual  process,  and  financiers  will  have 
plenty  of  time  to  devise  some  new  tax  before  this  dass  of  duties  ceases  to 
be  productive.  China  is  the  principal  market  for  Indian  opium,  and 
some  dread  is  expressed  lest  the  Chinese  Government  should  prohibit  its 
importation,  in  order  to  protect  the  interests  of  native  opium  manufac- 
turers. But  the  large  extent  to  which  the  trade  has  now  grown  makes 
it  very  improbable  that  the  Chinese  Government  would  venture  to  brave 
the  complaints  which  any  attempt  to  interfere  with  it  would  be  sure  to 
excite,  and  the  resource  of  smuggling  would  still  be  open  if  importation 
were  prohibited.    As  regards  our  own  revenue,  there  is  stiU  less  reason 
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to  fear  that  a  deficit  will  be  caused  by  our  depending  in  part  on  duties 
on  Btimulants.  If  the  whole  revenue  were  derived  from  this  source, 
there  might  be  some  reason  to  fear,  lest  the  falling  off  in  the  consumption, 
such  as  actually  followed  .the  crusade  of  Father  Matthew  in  Ireland, 
should  cause  a  serious  deficit.  But  as  this  is  not  the  case  there  is  every 
reason  to  expect  that  a  deficiency  under  this  head  would  be  compensated 
by  an  increase  under  some  other.  The  arguments  on  this  point  have 
been  well  summed  up  by  Sir  Stafford  Northcote.  If  there  is  a  falling  off 
in  the  consumption  it  must  be  either  because  people  cannot,  or  because 
they  will  not,  buy  stimulants.  In  the  former  case,  it  must  be  because  they 
are  poorer,  and,  if  so,  all  taxes,  from  whatever  source  derived,  will  yield 
less;  and  there  is  no  peculiar  danger  in  trusting  to  this  particular  source. 
In  the  latter  case,  it  must  be  because  people  are  becoming  more  sober ; 
and,  if  so,  they  will  become  more  industrious,  and  the  yield  of  all  other 
taxes  will  be  increased. 

The  tax  on  corn,  which  is  known  as  tithes,  belongs  to  the  same  class 
as  Excise  duties,  though  its  peculiar  character  entitles  it  to  be  considered 
by  itself.  The  distinction  between  agriculture  and  manufactures,  that 
in  the  former  the  producer  does  not  know  how  much  he  will  produce, 
while  in  the  latter  the  exact  amount  of  the  product  is  known  before- 
hand, makes  a  great  difference  in  the  matter  of  taxation.  If  a  tax  were 
imposed  on  com  which  did  not  vary  with  the  price,  it  would  be  very 
burdensome  in  years  of  plenty,  and  very  light  in  years  of  scarcity,  and 
the  farmers  would  be  kept  in  a  constant  state  of  uncertainty  as  to  the 
amount  which  they  would  have  to  pay.  This  diflBculty  is  avoided  in 
the  case  of  tithes  by  requiring  farmers  to  pay  in  kind,  that  is  to  say,  to 
give  one-tenth  part  of  their  com  to  the  tithe-owner  who  is  left  to  dispose 
of  his  share  as  best  he  can.  The  collection  of  such  a  tax  necessitates  the 
same  kind  of  interference  with  the  producers  as  Excise  duties,  and,  as  in 
their  case,  the  mode  of  levying  it  has  far  more  to  do  with  its  oppressive- 
ness than  its  actual  amount.  The  late  Mr.  Finlay,  whose  letters  in  the 
"  Times  "  afforded  so  valtiable  an  account  of  the  condition  of  modem 
Greece,  pointed  to  the  oppressive  manner  in  which  the  tithes  were  levied 
as  the  chief  cause  which  hindered  the  development  of  that  unfortunate 
country.  In  order  that  the  tax  may  not  be  evaded  the  government  pre- 
vents the  farmers  from  removing  their  com  from  the  fields  until  the 
collector  has  given  permission,  and  no  improved  process  ia  allowed  to  be 
introduced.  The  actual  destraction  of  com  which  is  caused  by  these 
vexatious  restrictions  is  considerable,  and  the  check  to  the  prosperity  of 
the  country  caused  by  the  prohibition  of  all  agricultural  improvements 
is  disastrous  beyond  calculation.  The  irritation  which  the  system  of 
ooUection  causes  among  the  farmers  is  so  great  that  the  assistance 
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of  soldiers  is  necessary  in  order  to  enforce  it^  but  as  the  tax  yields  a 
large  revenue  the  statesmen  of   Greece  have  not  yet  summoned  up 
courage  to  abolish  it.    It  has  never  been  contended  that  tithes  have 
been  as  oppressive  in  England  as  they  now  are  in  Greece ;  but  when 
they  were  levied  in  kind  they  were  a  fruitful  source  of  vexation,  and 
in  Ireland,  where  the  difficulty  was  aggravated  by  a  difference  of  creed, 
it  waj3  found  almost  impossible  to  collect  them  from  the  tenants.     As 
the  farmers  were  obliged  to  pay  more  for  tithes,  according  as  their  land 
produced  more,  the  tax  must  have  acted  to  some  extent  as  a  discourage- 
ment to  industry.    It  would,  indeed,  cause  a  corresponding  rise  of  price, 
but  in  the  case  of  an  article  whose  price  fluctuates  so  much  as  that  of 
com  it  must  be  often  impossible  for  the  producers  to  compensate  them- 
selves at  the  expense  of  consumers.    The  loss  caused  by  the  payment  of 
tithes  is  certain,  while  the  gain  from  a  rise  of  price  is  only  probable,  and 
in  many  cases  is  never  i*ealized,  so  that  it  is  no  wonder  that  the  fEknners 
should  regard  the  tithe-owners  as  interlopers,  who  intercept  the  reward 
which  has  been  fairly  earned  by  efforts  to  which  they  have  not  con- 
tributed.   All  the  difficulties  attending  the  collection  of  tithes  have 
been  removed  by  the  system  of  commutation,  which  has  now  been  carried 
out  in  almost  all  parishes,  which  substitutes  a  money  payment,  varying 
according  to .  the  average  price  of  com  for  payment  in  kind.    As  the 
payment  does  not  depend  on  the  produce  of  the  particular  land  which 
is  charged  with  it,  it  in  no  way  discourages  industry ;  and  as  it  is  based  on 
the  average  of  seven  years,  its  variations  are  restrained  within  narrow 
limits.    The  tithe-owners  have  lost  something  by  the  change,  for  they 
do  not  now  receive  anything  when  waste  land  is  brought  into  cultiva- 
tion ;  but,  on  the  other  hand,  they  do  not,  as  formerly,  lose  their  tithes 
when  cultivated  land  is  built  over.    Altogether,  the  system  of  com- 
mutation may  be  regarded  as  a  most  satisfactory  settlement  of  a  serious 
difficulty. 

The  question  respecting  the  incidence  of  tithes  when  levied  in  kind, 
now  possesses  little  more  than  an  historical  interest,  received  much 
consideration  from  Adam  Smitli  and  Bicardo.  The  former  supposed 
that  they  fell  wholly  on  the  landlords,  because  a  tithe-free  farm  would 
fetch  a  higher  rent  than  one  which  was  subject  to  the  charge.  This, 
however,  does  not  show  that  no  part  of  the  burden  fell  on  the  con- 
sumers. If  the  charge  was  an  onerous  one  it  would  have  the  effect  of 
discouraging  cultivation,  and,  in  such  a  case,  the  price  of  com  might  be 
raised,  though,  of  course,  a  farm  which  was  free  from  the  charge  would 
be  better  worth  taking  than  one  which  was  not.  Ricardo,  on  the  other 
hand,  held  that  tithes  feU  wholly  on  the  consumers,  his  argument  being 
that,  as  they  were  imposed  on  good  and  bad  land  fdike,  the  cost  of  pro- 
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ducing  com  on  the  margin  of  cultivation  was  increased  by  one-tenth, 
and  that  the  price  of  corn  must  therefore  rise  in  the  same  proportion. 
This  argument  would  be  conclnsiye  if  the  imposition  of  tithes  made  no 
difference  in  the  habits  of  the  people,  and  if  the  same  quantity  of  com 
was  produced  from  the  same  land  as  before,  but  it  is  hardly  likely  that 
no  change  would  follow  the  imposition  of  such  a  tax.  Although  a  rise 
in  the  price  of  corn  does  not  diminish  consumption  in  the  same  propor- 
tion, it  does,  to  some  extent,  check  it,  and  the  effect  of  this  must  be  to 
raise  the  margin  of  cultivation,  and  thus  to  reduce  rents.  Thus,  part  of 
the  burden  would  be  borne  by  consumers,  who  paid  higher  prices,  but 
part  would  fall  on  landlords,  who  would  receive  lower  rents.  Senior,  who 
devoted  much  thought  to  the  elucidation  of  this  subject,*  contends  that 
the  effect  of  the  ipiposition  of  tithes  has  been  to  diminish  cultivation, 
and  practically  to  keep  back  the  population  and  wealth  of  the  coun- 
try, and  place  it  in  the  same  position  as  if  its  geographical  extent 
had  been  smaller  than  it  is.  As  all  waste  land  paid  tithes  when 
taken,  into  cultivation,  its  reclamation  was  practically  discouraged, 
and  the  production  of  food,  to  some  extent,  diminished  ;  but  if  there 
had  been  no  such  tax,  the  increase  of  population  would  have  kept 
pace  with  that  of  food,  the  cost  of  which  would  have  remained  the 
same.  While,  therefore,  the  immediate  effect  of  their  imposition 
was  probably  to  raise  the  price  of  food,  this  cannot  be  regarded  as  a 
permanent  burden  on  the  consumers,  since  the  increase  of  population 
would  have  produced  the  same  result  if  they  had  never  been  imposed. 
In  a  country  which  has  only  recently  been  colonised,  and  where  con- 
sequently hardly  any  land  pays  rent,  it  is  difficult  to  impose  any 
productive  tax  on  the  land,  except  by  making  it  proportional  to  the 
produce ;  but  in  a  country  where  nearly  all  land  yields  rent  it  is  much 
better  to  tax  it  according  to  the  value  as  shown  by  the  rent.  By  this 
means  all  interference  with  farming  is  avoided,  and,  if  proper  care  be  taken, 
the  tax  may  be  so  adjusted  as  in  no  way  to  discourage  landlords  from 
applying  capital  to  the  improvement  of  their  property.  As  agricultural 
produce  is  not  all  raised  at  the  same  cost,  a  tax  upon  it  does  not  pro- 
duce the  same  effect  as  one  on  manufactured  goods,  and  there  is  not  the 
same  necessity  for  compensating  a  duty  on  native  produce  by  one  on 
foreign  imports.  Senior,  alluding  to  a  tax  now  repealed,  says,  "  If  our 
present  heavy  tax  on  the  domestic  production  of  glass  were  unbalanced 
by  any  duty  on  importation  all  the  English  glass  works  would  in  time 
be  abandoned.  Or,  if  some  of  our  glass  works  were  free  from  the  tax, 
and  others  subject  to  it,  all  those  which  were  taxed  would  be  mined. 

*  '*  Political  Economy/'  4th  edition,  1858,  pp.  12i-6. 
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But  the  lands  in  England  which  are  subject  to  the  payment  of  tithes  are 
not  thrown  out  of  cultivation  by  the  competition  of  those  which  are  free 
from  that  burden^  or  by  the  importation  of  the  tithe-free  corn  and  cattle 
of  Scotland,  or  of  the  comparatively  tithe-free  produce  of  Ireland.  The 
estates  which  are  subject  to  tithes  continue  to  be  productive,  they 
continue  even  to  afford  a  rent,  though  the  burden  diminishes  the  pro- 
ductiveness and  diminishes  in  a  still  greater  degree  the  rent"  (pp.  125-6). 
There  is,  therefore,  nothing  inconsistent  with  the  principles  of  Free 
Trade  in  allowing  foreign  com  to  come  in  duty  ft^  while  the  corn- 
growers  of  this  country  are  subject  to  this  burden.  Without  going  into 
the  question  whether  foreign  corn-growers  are  subject  to  equal  burdens, 
it  is  enough  to  say  that  the  charge  imposed  on  natives  does  not  prevent 
them  from  engaging  in  the  business  and  competing  vnth  foreigners,  and 
that  it  is  only  imposed  on  them  by  the  government  in  order  to  provide 
for  an  expenditure  which,  whatever  may  be  thought  of  its  propriety,  is 
engaged  in  for  the  benefit  of  its  subjects,  and  for  which  landowners  may 
be  fairly  called  on  to  contribute.  Whether  foreign  com  be  imported  or 
not  this  country  will  probably  always  depend  in  part  on  its  own  harvest, 
and  the  price  of  com  will  always  be  high  enough  to  make  it  profit- 
able to  raise  it  on  land  which  is  subject  to  tithes  and  other  charges. 
As  long  as  this  is  the  case  farmers  can  have  no  reason  to  com- 
plain of  partiality  shown  to  foreigners  by  admitting  their  produce 
duty  free.  If  the  tithes  have  prevented  some  land  from  being  fisirmed 
the  loss  has  been  incurred  in  order  that  the  government  might  raise  a 
revenue  for  a  particular  purpose,  and  all  subjects  must  submit  to  some 
loss  in  order  that  this  object  may  be  obtained.  The  commutation  of 
tithes  has  made  so  great  a  difference  in  the  mode  of  their  collection  that 
hardly  any  of  the  arguments  which  were  applicable  to  the  old  system  are 
applicable  to  the  new.  As  the  charge  is  now  imposed  only  on  land 
which  was  formerly  subject  to  them,  and  is  of  nearly  the  same  amount 
as  when  the  commutation  was  settled,  varying  only  according  to  the 
price  of  com,  they  have  now  become  a  mere  incumbrance  on  certain 
lands,  to  be  regarded  by  the  purchaser  in  much  the  same  Light  as  a 
mortgage.  As  land  subject  to  a  mortgage  or  an  annuity  would  fetch 
less  than  similar  land  unencumbered,  so  tithe  land  fetches  less  than  that 
which  is  tithe  free  ;  and  the  State  has,  as  it  were,  constituted  itself  part 
owner  of  certain  lands,  and  applies  its  share  of  the  produce  to  its  own 
purposes.  When  it  is  decided  to  disestablish  the  Church  of  England  the 
tithes  should  not  be  regarded  as  a  tax  on  a  particular  class  who  ought  to 
be  relieved  of  the  burden,  but  as  a  portion  of  the  national  domain  which 
has  been  applied  to  one  purpose  and  may  justly  be  used  for  any  other. 
If  it  be  thought  undesirable  to  retain  the  present  mode  of  assessing  the 


Digitized  by  VjOOQIC 


FIKASrOUL  FOLIOT.  009 

tax,  Bome  corresponding  burden  should  be  laid  on  tithe  land,  by  taxing 
it  in  proportion  to  the  rent. 

As  BO  many  of  the  taxes  £ix>m  which  the  revenue  of  the  English 
GoYemment  is  deriyed  have  been  objected  to^  in  the  preceding  pages,  on 
various  grounds,  it  may  be  thought  that  the  argument  serves  rather  to 
show  how  a  revenue  cannot,  than  how  it  can,  be  raised.  A  practical 
answer  is,  it  may  be  thought,  supplied  to  all  these  objections  by  the 
simple  plea  that  a  revenue  must  be  raised  somehow,  and  that  it  is  better 
to  bear  the  ills  we  have  than  to  fly  to  new  modes  of  taxation,  which 
may  cause  other  iUs  which  we  cannot  foresee.  There  is,  no  doubt,  much 
force  in  this  plea,  and  no  one  will  suppose  that  the  abolition  of  indirect 
taxes  can  be  brought,  about  except  by  a  slow  and  gradual  process.  But 
in  order  that  the  means  may  be  found  for  carrying  out  this,  or  any  other 
change,  th<f  first  thing  to  be -done  is  to  convince  people  that  it  is  desir* 
able,  and  when  this  has  been  effected  statesmen  will  be  found  capable  of 
carrying  the  popular  wish  into  practical  effect.  Already  many  duties, 
which  once  yielded  a  large  revenue,  have  been  abolished,  and  the  English 
tariff  is  wonderfiiUy  narrow  in  comparison  with  those  of  other  countries. 
Mr.  Leslie  proposes  that  the  duties  on  intoxicating  liquors  should  be 
retained  for  the  present,  but  as  the  trouble  and  annoyance  of  a  Custom 
House  system  will  endure  as  long  as  any  duties  are  retained  such  a 
partial  change  would  do  very  little  for  the  relief  of  industry.  There  are 
three  sources  to  which  we  may  look  to  provide  the  nysans  of  dispensing 
with  indirect  taxes  altogether.  We  may  reduce  expenditure,  we  may 
obtain  more  from  existing  taxes,  or  we  may  impose  new  taxes  of  a  direct 
kind.  Very  little  can  be  expected  from  the  first  of  these,  as  so  large  a  pro- 
portion of  our  expenditure  is  devoted  to  the  interest  of  the  national  debt, 
and  to  the  maintenance  of  the  army  and  navy,  which  cannot  be  dispensed 
with.  There  is,  indeed,  some  reason  to  hope  that  the  amount  of  the  debt 
will  be  permanently  reduced,  but  the  reduction  will  be  too  smidl  to  allow 
of  any  great  reductioogof  taxation.  Measured  in  money,  the  expenditure 
under  other  heads  is  pretty  certain  to  increase  as  the  depreciation  of  gold 
continues,  and  as  the  increase  of  population  and  wealth  makes  a  larger 
staff  of  officials  necessary.  There  are,  indeed,  some  function&  which  the 
government  undertakes  which  might  be  much  better  performed  by 
private  individuals,  but  even  if  all  these  were  abandoned  there  would 
still  remain  the  necessity  of  spending  a  large  revenue  in  protecting  the 
people  against  domestic  and  foreign  violence.  The  increased  yield  of 
existing  taxes  can  be  relied  on  with  more  confidence,  as  the  revenue  has 
steadily  increased,  in  spite  of  the  repeal  of  so  many  taxes,  during  the  last 
ten  years.  Even  if  no  change  were  made  in  our  financial  system,  the 
natural  progrees  of  industry  would  increase  the  yield  of  the  taxes,  and 
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this  might  be  expected  to  take  place  in  a  still  greater  ratio  if  trade  and 
manufectnres  were  freed  from  the  trammels  to  which  they  are  now  sub- 
jected. No  duties  being  levied  on  native  or  foreign  products,  there 
would  be  no  reason  for  the  government  to  single  out  ceytain  places 
in  which  production  or  trade  should  be  carried  on.  Every  one 
would  be  free  to  make  whatever  goods  he  could  dispose  of,  and  to 
dispose  of  them  in  the  place,  time,  and  manner  most  convenient 
to  himself  and  his  customers.  Many  parts  of  the  country  in  which 
it  is  not  now  worth  while  to  make  railways,  or  to  set  up  work- 
shops, would  become  centres  of  trade  and  industry,  and  these  would 
bring  in  their  train  the  intelligence  and  education  which  fit  people 
to  produce  wealth  and  enable  them  to  bear  taxes.  There  would 
not  be  a  mere  shifting  of  population  and  wealth  from  one  place  to 
another,  though  even  that  would  be  a  gain  to  the  country,  but  Miere  would 
be  an  actual  removal  of  all  the  obstacles  which  now  prevent  improve- 
ments in  so  many  branches  of  manufacture.  While  free  play  would  be 
given  to  native  enterprise  the  stimulus  of  foreign  competition  would  be 
ever  acting  to  force  the  more  indolent  producers  to  adopt  improvements 
or  abandon  the  field.  Something,  though  not  very  much,  may  be  set 
down  for  the  eflfects  which  the  example  of  England  would  produce  on  foreign 
countries.  As  long  as  duties  are  imposed  on  foreign  products  it  is  reason- 
able to  expect  that  English  goods  wHl  be  taxed  in  foreign  countries,  and, 
though  it  by  no  means  follows  that  the  abandonment  of  the  Custom  House 
system  by  England  would  be  imitated  in  foreign  countries,  it  would  at  all 
events  weaken  the  arguments  in  favour  of  retaining  it.  The  partiality 
alleged  to  be  shown  to  native  distillers  in  the  assessment  of  the  English 
spirit  duties  is  referred  to  in  Germany  as  a  reason  for  retaining  protective 
duties  on  English  iron,  and  the  wine  growers  of  Spain  and  Portugal  urge 
in  like  manner  that  as  the  English  wine  duties  are  unfavourable  to 
them,  their  governments  ought  not  to  make  any  concession  for  the 
benefit  of  English  manufacturers.  With  the  aboliJ;ion  of  import  duties, 
all  such  complaints  would  cease,  and  if  the  practical  example  were 
shown  of  the  possibility  of  raising  a  large  revenue,  without  putting  any 
obstacle  in  the  way  of  trade,  it  could  hardly  fail  to  have  some  effect ; 
and,  even  if  no  other  government  were  bold  enough  to  go  to  equal 
lengths,  a  great  reduction  in  the  number  of  articles  liable  to  duty  might 
be  expected,  and  would  be  a  great  benefit  to  English  producers.  With 
the  repeal  of  every  duty  some  fresh  outlet  for  English  industry  would 
be  opened,  and  the  capacity  of  the  country  to  bear  direct  taxation  would 
be  daily  increased.  There  remains  the  tldrd  resource  for  filling  the  gap 
created  by  the  abolition  of  indirect  taxes — ^namely,  increased  direct 
taxation.    The  chief  difficulty  in  the  way  of  raising  the  whole  revenue. 
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by  direct  means  is  that  of  collecting  taxes  from  the  poorer  classes.  It  is 
so  much  more  easy  to  collect  a  few  large  sums  from  a  small  number  of 
people  than  many  small  sums  from  a  large  number,  that  a  system  which 
admits  of  the  easier  course  being  adopted  naturally  finds  favour  with 
financiers.  It  is,  however,  quite  possible  to  establish  a  system  of  collect- 
ing direct  taxes  which  will  reduce  the  cost  to  a  very  small  figure. 
Direct  taxes  on  labourers  would  most  probably  be  levied  either  on  their 
wages  or  on  their  houses,  and  in  the  former  case,  their  employer,  and  in 
the  latter,  their  landlord  might  pay  what  was  due  from  a  great  number, 
and  deduct  the  amount  from  their  wages,  or  add  it  to  their  rent.  The 
tax,  although  not  immediately  paid  by  them,  would  make  itself  felt  as 
forcibly  as  one  which  was  actually  paid  tp  tax  collectors,  and  they  would 
know  exactly  how  much  they  paid,  and  why  they  paid  it.  It  cannot  be 
said  that  the  labourers  cannot  bear  direct  taxes,  for  the  burden  which 
they  now  submit  to  when  they  buy  tea  and  tobacco  is  quite  as  heavy  as 
would  be  imposed  on  them  if  an  equal  revenue  were  raised  by  direct 
taxes.  An  increase  of  the  Income-tax,  in  its  present  form,  cannot  be 
recommended ;  for,  though  it  is  extremely  productive,  it  leads  to  much 
evasion,  fraud,  and  discontent,  and  inflicts  as  much  annoyance  on 
traders  as  the  indirect  taxes  from  which  they  seek  to  be  relieved.  But 
if  some  system  Uke  that  employed  in  assessing  the  "  Klassensteuer  " 
in  Prussia  were  adopted,  by  which  incomes  were  divided  into  classes, 
taxed  at  different  rates,  some  approximate  equality  might  be  obtained 
without  the  inquisitorial  annoyance  which  our  present  system  involves. 
There  is  still  much  to  be  done  in  the  way  of  improving  and  equalising 
the  taxes  on  succession  to  real  and  personal  property,  both  of  which, 
especially  the  former,  would  bear  some  increase.  Something  might  be 
obtained  by  a  higher  tax  on  houses,  and,  speaking  generally,  the  relief 
afibrded  to  the  taxpayers  by  the  lower  prices  which  they  would  have  to 
pay  for  the  chief  articles  of  their  consumption  would  make  them  both 
able  and  willing  to  bear  much  higher  direct  taxes  than  can  now  be 
imposed.  The  system  of  levying  indirect  taxes  conceals  from  the 
people  the  amount  which  they  really  have  to  pay,  but  when  the  veil  is 
removed,  and  every  one  knows  exactly  what  he  is  paying,  the  burden 
may  seem  heavier,  but  will,  in  reality,  be  much  lighter. 
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KECXSSITT  OF  NATIONAL  DEBTS— IIETHODS   OF    FUNDING— RBDUCTIOIT 

OF  DEBT. 

Ab  nearly  every  tax  which  can  be  proposed  is  open  to  some  objection^ 
and  many  which  are  actually  tried  are  extremely  injaiiousy  it  is  natural 
that  some  attempt  should  be  made  to  devise  a  plan  for  raising  an  extra- 
ordinary revenue  without  resorting  to  fresh  taxes.  There  are  two  ways 
in  which  they  may  to  a  certain  extent  be  done — ^namely,  selling  landed 
or  other  property  belonging  to  the  State,  or  by  borrowing  money  from 
natives  or  from  foreigners.  Neither  expedient  can  do  away  with  the 
necessity  for  raising  fresh  taxes,  but  they  both  secure  the  object  of 
raising  a  large  sum  without  at  the  same  time  laying  a  heavy  burden  on 
the  taxpayers.  If  the  public  domains  are  sold,  the  government  loses  the 
rents  which  they  afford,  and  fresh  taxes  must  be  imposed  to  supply  the 
deficit.  There  are  a  few  cases  in  which  this  mode  of  raising  money  is  a 
positive  advantage  to  the  country,  for  the  management  of  public  domains 
being  generally  worse  than  that  of  private  estates,  their  transfer  to  pri- 
vate individuals  or  companies  has  the  effect  of  rendering  them  more 
productive,  and  increasing  the  total  wealth  of  the  country.  This  course 
has  been  pursued  by  the  Spanish  Government  during  its  recent  struggle 
with  the  Carlists,  and  the  effect  has  been  that  many  of  those  parts  of 
Spain  not  actually  touched  by  the  war  have  been  quickened  into  industrial 
activity  by  the  English  and  other  capitalists,  who  have  bought  valuable 
mines  which  the  goverment  was  unable  to  utilize.  Such  a  course,  how- 
ever, can  obviously  be  only  pursued  for  a  time,  and  there  are  few 
countries  where  the  public  domains  have  not  already  been  too  much 
curtailed  for  much  dependence  to  be  placed  on  them  in  the  time  of  need. 
It  is,  moreover,  a  short-sighted  policy,  as  it  makes  the  ['government 
part  with  what  is  always  increasing  in  value,  and  might,  if  kept 
unimpaired,  supply  the  whole,  or  nearly  the  whole  erf  the  revenue.  The 
other  course,  that  of  borrowing,  equally  requires  some  increase  of  taxes, 
for  no  loan  can  be  obtained  for  any  length  of  time  without  interest  being 
paid  to  the  lender.  But  as  the  amount  of  the  interest  is  very  much 
smaller  than  that  of  the  loan,  its  payment  entails  a  much  smaller 
sacrifice,  and  the  system  is  naturally  popular  both  with  financiers  and 
with  taxpayers.  As  in  the  case  of  indirect  taxes,  this  very  popularity 
makes  borrowing  a  dangerous  expedient,  and  the  mere  fact  that  the 
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burden  is  not  visible  makes  it  easy  for  statesmen  to  incur  expenditure 
which  they  might  never  have  ventured  upon  if  the  taxpayers  had  been 
able  to  see  how  much  they  were  paying,  and  why  they  were  paying  it. 
It  is  needless  to  cite  contemporary  instances  of  foreign  countries,  where 
the  system  of  borrowing,  once  commenced,  has  encouraged  extravagance, 
which  has  ended,  at  last,  in  repudiation  or  bankruptcy ;  but  our  own 
recent  history  fdrnishes  a  warning  of  the  same  kind.  If,  when  the  pro- 
posal was  made  to  purchase  the  telegraphs,  there  had  been  no  other  way 
of  raising  the  money  than  by  imposing  taxes  to  the  full  amount  in  the 
years  over  which  the  payment  was  spread,  it  is  most  likely  that  they 
would  be  still  in  the  possession  of  private  companies.  But  when  it  was 
known  that  the  required  amount  could  be  easily  raised  by  a  fresh  issue 
of  consols,  the  interest  on  which,  being  confounded  with  that  of  the  rest 
of  the  debt,  attracts  no  particular  attention,  it  was  very  easy  for 
the  ministers  to  persuade  Parliament  and  the  public  that  the  profits  of 
the  concern  would  pay  the  interest  on  the  loan.  We  have  now  to  bear 
the  burden  of  the  interest^  while  the  receipts  scarcely  do  more  than  pay 
the  working  expenses,  while  any  proposal  to  raise  the  charges  for  tele- 
grams, so  as  to  make  them  profitable,  is  denounced  as  ^'retrograde." 
But  as  there  are  cases  in  which  a  great  outlay  is  absolutely  necessary,  it 
is  fortunate  that  there  is  a  method  of  providing  for  it,  without  imposing 
so  severe  a  burden  on  the  people  as  would  be  necessary  if  the  whole 
amount  had  to  be  raised  by  increased  taxes.  The  principal,  if  not  the 
only,  case  in  which  borrowing  is  necessary,  is  where  a  country  is  engaged 
in  a  costly  war.  Yery  little  importance  can  be  attached  to  the  plea,  that 
if  the  resource  of  borrowing  were  cut  oflF  nations  would  not  engage  in 
useless  wars,  or  would  conclude  peace  after  a  short  struggle.  When  a 
people  are  engaged  in  war  the  passions  by  which  they  are  swayed  are 
hardly  ever  checked  by  financial  considerations,  and  the  difficulty  of 
borrowing  tends  not  so  much  to  prevent  governments  from  continuing 
the  struggle  as  to  make  them  use  more  unscrupulous  and  arbitrary 
measures  in  carrying  it  on,  as  is  exemplified  by  the  recent  history 
of  Spain.  The  expenses  of  the  war  in  Navarre  and  Cuba  have 
compelled  the  Spanish  Government  to  let  the  interest  on  its  debt 
fall  into  arrear,  and,  in  fact,  to  leave  unpaid  almost  every  claim 
which  it  could  possibly  evade ;  but  the  determination  of  the  Govern- 
ment to  suppress  both  insurrections  remains  unshaken,  and  money 
is  still  found  for  supplying  the  armies  with  provisions  and  ammu- 
nition. The  practice  of  funding  is  not  the  cause  of  wars  any 
more  than  it  is  the  cause  of  debts,  but  without  it  wars  would  be 
more  disastrous,  and  debts  would  be  left  unpaid.  The  question  whether 
it  is  better  in  a  particular  case  to  raise  a  loan,  or  to  obtain  the  required 
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Bum  by  taxation,  depends  on  the  question  whether  the  imposition  of  a 
new  tax  would  impede  the  growth  of  the  national  industry,  and  depriye 
the  people  of  much  more  wealth  than  the  tax  transferred  to  the  govern- 
ment. The  practice  of  raising  loans  in  time  of  war  is  justified,  because 
at  such  a  time  the  people  are  impoverished  by  the  interruption  of  the 
natural  course  of  industiy  and  trade  by  the  closing  of  some  foreign 
markets  for  their  produce,  and  by  the  withdrawal  of  numbers  of  able- 
bodied  men  from  productive  labour.  To  impose  a  new  tax  is  always  a 
hazardous  undertaking,  and  to  do  so  on  a  large  scale  in  time  of  war 
would  be  to  cripple  the  resources  of  the  country,  and  to  make  the  people 
not  more  but  less  able  to  make  head  against  the  enemy.  At  such  a  time 
very  little  care  can  be  taken  to  select  proper  taxes,  and  if  this  be  not 
done  the  new  imposts  serve  merely  to  cripple  industry  and  to  encourage 
smuggling,  and  thus  at  the  same  time  to  impoverish  the  people  and 
waste  the  energies  of  the  government  in  counteracting  its  own  blunders. 
If  the  war  be  a  costly  one,  a  government  which  refrains  from  borrowing 
has  hardly  any  other  resource  than  that  of  levying  contributions  in  kind 
from  the  inhabitants  of  the  invaded  districts,  and  the  misery  which 
such  a  system  produces  is  far  greater  than  what  is  caused  by  large  Ipans, 
the  interest  on  whiah  is  spread  over  a  long  series  of  years.  Frederick  the 
Qreat  contrived  to  carry  on  the  seven  years'  war  without  resorting  to 
loans,  but  the  condition  of  his  people  at  the  end  of  the  struggle  was  fer 
worse  than  it  would  have  been  had  he  followed  the  example  set  by 
England.  One  obvious  advantage  of  the  system  of  borrowing  is,  that  it 
enables  a  government  to  derive  assistance  from  foreigners,  who  could  not 
be  made  to  contribute  if  all  the  money  were  raised  by  taxes.  It  is  well 
known  that  the  United  States,  during  the  civil  war,  and  the  French, 
during  their  more  recent  war,  were  greatly  aided  by  loans  subscribed  in 
London ;  and  the  facilities  which  are  now  afforded  for  the  transmission 
of  money  from  one  country  to  another  render  it  possible,  and  even  easy 
for  a  government  to  get  help  of  this  kind  from  the  people  of  the  very 
country  with  which  it  is  at  war.  When  the  whole  loan  is  subscribed  by 
natives  the  immediate  advantage,  though  not  so  great,  is  still  con- 
siderable. In  whatever  way  the  money  is  raised  the  loss  to  the  country 
is  the  same,  for  it  consists  in  the  destruction  of  the  provisions,  ammuni- 
tion, buildings,  and  other  things  which  war  makes  necessary,  and  in  the 
employment  of  large  numbers  of  men  in  unproductive  labour.  But 
thoughjborrowing  does  not  diminish  the  loss  it  spreads  it  over  a  larger 
surface  by  pledging  the  whole  people  to  compensate,  by  slow  degrees,  the 
loss  which  a  few  individuals  are  content  to  bear.  If  the  government,  after 
raising  a  war  loan,  neglected  to  pay  the  interest,  the  effect  would  be  that 
the  individuals  who  had  subscribed  to  it  would  be  made  to  bear  the 
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whole  expense  of  the  war  from  which  they  derived  no  greater  benefit 
than  the  rest  of  their  coontrymen.  The  payment  of  the  interest  is  the 
compensation  which  the  whole  nation  pays  to  those  who  have  oome 
forward  in  time  of  need,  by  allowing  them  henceforth  to  live  whoDy 
or  partially  at  the  expense  of  their  fellow-citizens.  The  system  thus 
creates  a  body  of  unprodactive  consumers,  but  such  a  class  is  sure  to 
exist  in  a  country  where  labourers  have  enough  strength  and  skill  to 
support  others  besides  themselves,  and  the  burden  imposed  on  the 
productive  classes  is  less  than  they  would  have  had  to  bear  if  no 
loan  had  been  raised.  When  the  whole  of  the  interest  of  the  national 
debt  is  due  to  natives  it  is  obvious  that  it  makes  no  difierence 
to  the  wealth  of  the  country  whether  it  is  paid  or  not,  and  that 
repudiation,  scandalous  as  it  would  be,  would  merely  transfer  a  cer- 
tain amount  of  property  from  a  part  of  the  nation  to  the  whole. 
The  amount  of  the  national  debt  cannot  be  reckoned  as  a  part  of  the 
nation's  wealth,  for  it  is  simply  a  sign  that  a  certain  portion  of  it  has 
been  assigned  to  certain  creditors,  and  to  suppose  that  its  existence  shows 
an  increase  in  the  wealth  of  the  country  would  be  as  absurd  as  to  sup« 
pose  that  a  parish  is  enriched  when  one  of  the  landowners  mortgages  his 
estate.  If  part  of  the  interest  is  due  to  foreigners,  repudiation  would, 
of  course,  increase  the  wealth  of  the  country,  by  relieving  it  from  a 
burden,  but  there  would  be  no  addition  to  the  wealth  of  the  world.  It 
has  been  urged  that  the  practice  of  raising  loans,  the  interest  on  which 
is  to  be  paid  in  perpetuity,  is  wrong,  because  it  imposes  a  burden  on 
posterity,  which  the  present  generation  has  no  right  to  call  on  them  to 
bear.  But,  in  fact,  when  a  loan  is  raised  for  the  purpose  of  carrying  on 
a  just  war,  it  is  quite  as  much  for  the  sake  of  posterity  as  for  that  of  the 
present  generation  that  the  sacrifice  is  submitted  to.  The  present 
generation  sacrifice  their  lives,  and  they  may  fairly  call  on  posterity  to 
submit  to  some  sacrifice  of  money,  which  is  the  only  way  in  which  they 
can  contribute  to  the  common  object.  It  is  not  the  generation  which 
fought  under  Grant  and  Sherman,  but  the  children  now  growing  up  in 
the  Southern  States,  and  the  emigrants  who  wiU  hereafter  settle  in 
America,  who  will  reap  the  ftiU  benefit  of  the  anti-secession  war ;  and 
they  can  have  little  right  to  complain  if,  by  paying  double  taxes,  they 
can  be  admitted  to  the  fruits  of  that  momentous  struggle.  As  a  mere 
question  of  money,  it  must  be  borne  in  mind  that  what  justifies  recourse 
to  loans  is  the  difficulty  of  raising  fresh  taxes  without  shackling  pro- 
duction, and  that  if  posterity  have  to  pay  the  annual  interest  they  have 
been  enabled  to  keep  unimpaired  the  capital  and  industrial  appliances, 
which  aflford  the  means  of  providing  for  the  payment.  When  a  govern- 
ment raises  a  loan,  for  the  purpose  of  carrying  on  a  railway,  or  any  other 
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indoBtrial  ondertakingy  it  simply  does  what  private  capitalists  do  in  like 
circamstances ;  and  if  a  proper  selection  be  ma4ey  the  profits  of  the 
concern  will  pay  the  interest  on  the  loan^  and  no  burden  be  imposed  on 
the  taxpayers^  whether  present  or  fiitare.  It  is^  however,  unnsuai  and 
difficult  for  a  government  to  make  a  good  selection,  and  it  woiild  be 
well  for  many  foreign  countries  if  their  rulers  would  cease  from  making 
the  attempt.  The  phrase,  so  common  in  prospectuses,  of  ^'developing 
the  resources  "  of  a  country,  is  nowhere  more  delusive  than  when  it 
appears  in  the  speech  of  a  minister  proposing  a  new  loan,  which  is  ahnost 
sure  to  develop  a  deficit,  while  leaving  the  resources  of  the  country  in 
mnch  the  same  state  as  it  found  them.  Such  loans  impose  a  burden  on 
posterity,  without  doing  any  good  to  the  present  generation,  and  it 
would  be  well  if  statesmen  would  understand  that  if  the  resources  of  a 
country  cannot  be  developed  by  private  enterprise  it  would  be  better  to 
leave  them  undeveloped.  Unwise  as  it  is  to  raise  loans  for  such  pur- 
poses, there  is  another  class  which  are  even  more  foolish  and  injurious 
— ^those  which  are  raised  in  time  of  peace,  simply  in  order  to  make  up 
for  a  deficit.  It  is  often  absolutely  necessary  that  a  government  should 
borrow  for  some  temporary  emergency,  when  the  revenue  has  not  come 
in  as  fast  as  was  expected.  But  when  this  happens  fresh  taxes  ought 
to  be  imposed,  in  succeeding  years,  to  pay  off  the  debt.  But  to  raise  a 
permanent  loan,  in  order  to  supply  a  deficit,  is  as  useless  as  it  is  for  an 
individual  who  lives  beyond  his  income  to  supply  his  wants  by  borrow- 
ing. Not  only  is  the  deficiency  increased  in  succeeding  years  by  the 
amount  of  the  interest  of  the  loan,  but  the  practice,  onoe  indulged  in,  is 
sure  to  be  carried  further,  and  no  effectual  attempt  at  economy  can  be 
made  while  such  a  resource  is  open  to  improvident  financiers.  The 
recent  history  of  Turkey  and  Peru  is  enough  to  show  how  Aitile  are  all 
such  attempts  to  evade  the  necessity  to  which  governments  and  indi- 
viduals must  submit,  of  keeping  their  expenditure  within  their  income. 
But  the  mere  fact  that  the  system  is  liable  to  abuse  does  not  show  that 
there  are  not  cases  in  which  it  may  be  used  with  advantage,  and 
resorting  to  it,  in  time  of  war,  is  often  the  only  way  of  saving  a  country 
from  very  severe  disasters. 

There  is  another  plea  which  is  sometimes  put  forward  in  favour  of  main- 
taining a  national  debt,  which,  although  not  altogether  unfounded,  will 
not  bear  serious  examination.  When  the  credit  of  a  government  has  been 
established  by  punctual  payment  of  the  interest  on  its  debt  for  a  long  series 
of  years,  the  fdnds  come  to  be  regarded  as  the  safest  of  all  investments, 
and  it  is  so  useful  to  have  some  stock  in  which  such  general  confidence  is 
placed  that  it  is  sometimes  urged  that  it  would  be  worth  while  to  main- 
tain a  national  debt,  even  if  the  government  were  able  to  dispense  with 
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it.  McCuUoch  goes  so  &r  as  to  admit  that  it  is  difScult  to  see  how  the 
trades  of  banking  and  insurance  could  be  carried  on  unless  the  compa- 
nies engaged  in  them  were  able  to  invest  in  the  funds  some  of  the 
money  which  they  may  at  any  time  be  called  on  to  pay.  As  for  the 
practical  question,  it  is  enough  to  reply,  that  banking  and  insurance  were 
carried  on  with  success  in  the  United  States  during  the  period  of 
1886-60,  when  that  country  was  free  from  a  national  debt.  But,  even 
granting  that  if  our  national  debt  were  paid  off,  there  would  be  no 
suitable  investment  for  the  spare  funds  of  banking  and  insurance  com- 
panies, the  worst  result  that  could  happen  would  be  that  they  would 
have  to  keep  a  larger  store  of  gold  and  notes,  and  would  pay  lower 
dividends  than  at  present.  It  is  not  the  business  of  the  government  to 
see  that  these  trades  are  carried  on  at  a  profit,  and  if  the  customers  were 
made  to  pay  more  for  the  acoommodation  they  receive  they  would  have  at 
the  same  time  to  pay  lower  taxes.  But,  in  fact,  there  is  every  reason  to 
believe  that  if  the  national  debt  is  ever  paid  off  some  other  fond  will  be 
provided  which  will  serve  this  purpose.  As  its  amount  is  smaller  now 
than  it  was  sixty  years  ago,  it  is  obvious  that  much  of  the  work  which  it 
formerly  did  must  now  be  done  by  othei*  funds ;  and  it  is  well  known 
that  trustees  have  largely  availed  themselves  of  the  greater  latitude  which 
is  now  allowed  them  in  the  choice  of  investments.  What  is  it  after  all 
that  makes  the  funds  such  a  safe  investment  ?  It  is  the  certainty  that 
whatever  misfortunes  may  overtake  particular  trades,  or  particular  parts 
of  the  country,  the  industry  of  the  whole  country  will  produce  enough  to 
meet  a  certain  fixed  charge,  and  that  the  people  will  be  honest  enough 
to  keep  their  pledged  word.  Private  companies  are  quite  able  to  give 
equally  solid  guarantees,  and  if  there  were  no  public  funds  to  supply  the 
want,  it  might,  and  probably  would,  be  done  by  some  of  the  principal 
companies  acting  singly  or  in  consort.  It  may  be  looked  on  .as  certain 
that  the  principal  railway  companies,  whatever  their  success  in  parti- 
cular years,  will  always  earn  much  more  than  their  working  expenses, 
and  a  first  mortgage  on  one  of  these  lines,  the  interest  on  which  would 
take  precedence  of  every  other  charge,  might  be  regarded  as  a  perfectly 
safe  investment.  Already  the  leading  lines  are  able  to  borrow  money  at 
4  per  cent,  by  means  of  debentures,  and  a  purchaser  of  Bank  of  England 
stock  receives  less  than  this  percentage  on  the  money  invested.  If  the 
transfer  of  debenture  stock  were  made,  as  it  might  easily  be,  as  cheap  and 
easy  as  that  of  consols,  it  would,  when  issued  by  strong  railway  com- 
panies!, by  the  Bank  of  England,  or  any  other  institution  enjoying  a  good 
and  long-established  reputation,  fulfil  all  the  purposes  which  the  public 
funds  now  fulfil,  and  would  sell  at  quite  as  high  a  price.  The  interest  on 
the  stock  would  be  furnished  from  the  earnings  of  the  companies,  and  all 


Digitized  by  VjOOQIC 


618  METHODS  OF  FUNDING. 

the  inconveniences  which  are  inseparable  from  the  collection  of  taxes 
would  be  avoided,  while  an  equally  eligible  investment  would  be  afforded 
to  those  who  wished  to.  live  on  the  interest  of  their  money  without 
incurring  any  risk  or  trouble.  If,  however,  it  should  still  be  thought 
necessaiy  for  the  government  to  guarantee  a  certain  rate  of  interest  to 
cautious  investors,  it  would  be  easy  to  obtain  this  object  without  raising 
a  large  national  debt.  The  policy  pursued  by  the  Indian  Government, 
in  its  dealings  with  the  railways,  exemplifies  one  of  many  ways  in  which 
this  might  be  done  without  imposing  any  considerable  burden  on  the 
taxpayers.  It  guarantees  to  the  shareholders  a  certain  dividend,  and 
stipulates  that  if  the  Ccimings  of  the  railways  exceed  this  amount  the 
surplus  shall  be  divided  between  the  government  and  the  shareholders. 
The  amount  which  the  Government  has  to  make  good  is  small  in  com- 
parison with  the  fund  which  it  thus  guarantees,  and  if  the  same  course 
were  followed  in  England  a  great  benefit  would  be  conferred  on  trustees 
and  others  at  a  very  slight  cost  to  the  taxpayers.  I  submit,  however, 
that  it  is  not  the  business  of  Government^  to  provide  its  subjects  with 
safe  investments,  and  that  the  best  thing  it  can  do  for  them  is  to  protect 
them  in  the  enjoyment  of  their  property,  and  leave  them  to  find  out  the 
best  means  of  employing  it. 

"With  a  view  of  lightening  the  burden  imposed  on  posterity  some 
governments  have  raised  loans  by  selUng  annuities  for  terms  of  years  or 
for  lives,  while  others  have  undertaken  to  pay  off  the  principal  in  a 
specified  time.  But,  though  these  expedients  appear  to  show  more  . 
regard  for  the  welfare  of  posterity  than  the  establishment  of  a  perpetual 
charge,  they  are  in  many  ways  so  objectionable  that  the  more  prudent 
governments  have  now  abandoned  them.  Under  all  these  systems  a 
much  larger  annual  charge  must  be  borne  than  where  the  annuity  is 
perpetual ;  and  even  if  this  were  not  so,  they  would  still  be  open  to  serious 
objections.  The  government  which  sells  a  terminable  annuity  may 
think  that  it  is  guarding  the  interests  of  posterity,  but  the  individual 
who  buys  it  must  be  sacrificing  the  interests  of  his  descendenta  to  his 
own.  Where  such  a  system  is  carried  out  on  a  large  scale  it  must  gene- 
rate a  spirit  of  reckless  selfishness  among  a  great  part  of  the  people, 
which  would  lead  to  moral  as  well  as  economic  evils  of  the  most  serious 
description.  Of  course,  it  is  open  to  those  who  invest  in  these  annuities 
to  reinvest  so  much  of  the  interest  as  will  replace  the  principal  by  the 
time  that  the  annuity  expires  ;  but,  unless  it  has  been  purchased  by  a 
public  body  obliged  to  do  so,  such  a  course  would  be  very  seldom 
adopted.  The  practice  of  undertaking  to  pay  off  a  loan  in  a  specified 
number  of  years,  although  not  open  to  these  objections,  can  hiodly  be 
recommended  on  financial  grounds.    In  order  to  secure  impartial  treat- 


Digitized  by  VjOOQIC 


METHODS  OP  FUNDING.  619 

ment  for  the  bondholders  it  is  arranged  that  the  bonds  to  be  paid  off 
shall  be  drawn  by  lot,  which  introduces  a  certain  element  of  gambling 
into  the  business  of  investment.  A  government,  moreover,  which  binds 
itself  to  redeem  at  par,  of  course,  prevents  the  price  of  the  sfcock  from 
rismg  much  above  par,  and  by  fixing  the  period  over  which  the  redemp- 
tion is  to  extend,  deprives  itself  of  the  power  to  take  advantage  of  the 
state  of  the  market  in  order  to  reduce  the  interest.  It  is,  therefore,  a 
wiser  plan  to'  offer  to  the  subscribers  a  perpetual  annuity,  reserving  the 
right  to  redeem  it  by  paying  off  the  principal  originally  lent,  or  by 
purchasing  at  the  market  price  of  the  day.  This  is  the  course  which 
has  long  been  adopted  in  England  and  Prance,  but,  unfortunately,  the 
method  in  which  it  has  been  carried  out  has  not  been  the  best  that  could 
have  been  chosen.  It  may  be  laid  down  as  a  general  principle  that  the 
interest  on  a  new  loan  of  any  considerable  amount  is  higher  than  on  an 
old-established  stock.  The  explanation  is,  that  it  is  convenient  to  many 
people  to  withdraw  their  money  from  present  investmeiits,  and  those 
that  consent  to  do  so  must  be  compensated  for  their  trouble  by  higher 
interest.  As  time  goes  on  more  investors  gradually  come  in,  the  original 
subscribers  transfer  their  holdings,  and  if  the  credit  of  the  Government 
remains  unimpaired,  and  no  fresh  loan  is  brought  out,  the  investing 
public  are  quite  as  ready  to  lend  a  larger  sum  at  the  same  rate  of 
interest  as  the  smaller  one  which  they  had  formerly  entrusted  to  their 
government.  The  system  on  which  much  of  the  public  debt  of  England 
and  France  has  been  contracted  has  deprived  the  taxpayers  of  the  ad- 
vantage which  they  would  have  obtained  if  due  attention  had  been  paid 
to  these  considerations.  The  EngUsh  Government  can  generally  borrow 
at  somewhat  less  than  8^  per  cent.,  while  the  French  Government  can 
generally  do  so  at  about  4J  per  cent. ;  but  whenever  either  has  been 
obliged  to  raise  a  large  loan  it  has  had  to  pay  much  higher  rates.  It 
might  have  been  foreseen  that  the  rate  of  interest  would  fall  when  bor- 
rowing ceased  ;  and  care  ought,  therefore,  to  have  been  taken  to  secure 
the  benefit  of  the  fall,  to  the  taxpayers.  This  might  have  been  done  by 
reserving  the  right  to  redeem  the  annuity  at  any  time  by  paying  off  the 
sum  actually  lent,  and  by  agreeing  to  pay  whatever  rate  of  interest  the 
lenders  exacted  when  the  loan  was  brought  out.  The  English  Govern- 
ment was  sometimes,  during  the  war  with  France,  obliged  to  pay  as 
much  as  six  per  cent. ;  and  if  a  six  per  cent,  stock  had  been  created,  the 
holders  might  have  been  induced,  after  the  war  was  over,  to  accept  five, 
four,  and,  eventually,  SJ  per  cent.,  when  they  had  no  other  alternative 
than  that  of  being  paid  off.  But  the  course  actually  adopted  was  that 
of  creating  a  3  per  cent,  stock,  and  crediting  the  subscriber  with  twice 
as  large  a  sum  as  he  actually  advanced ;  and  the  Government  precluded 
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itself  from  reducing  the  interest ;  unless  it  oould  o£fbr  the  holders  the 
repayment  of  this  larger  sum.  Thus  the  nominal  amount  of  the  debt 
was  doubled,  stock  being  issued  at  50,  which  has  since  risen  to  more 
than  90,  and  the  goYernment  is  precluded  from  reducing  the  interest. 
It  might,  indeed,  and  often  does,  purchase  its  own  stock  below  par,  and 
cancel  it,  but  even  when  it  does  so  the  price  is  so  much  above  that  at 
s  which  it  was  issued  that  the  taxpayers  are  made  to  repay  more  than 
was  ever  received.  The  nominal  amount  of  the  English  debt  is  one- 
third  more  than  the  actual  amount  received  by  the  Government,  and 
the  permanent  addition  thus  made  to  the  taxes  is  no  inconsiderable 
burden.  A  similar  system  has  been  pursued  in  France,  the  latest 
instance  being  that  of  the  loan  raised,  in  1872,  to  pay  off  the  war  in- 
demnity. France  had  not  then  recovered  from  the  effects  of  the 
borrowing  which  had  taken  place  during  the  war,  and  even  if  there  had 
been  no  recent  loans,  the  issue  of  one  for  three  milliards  would  have  beea 
enough  to  raise  the  rate  of  interest.  Instead  of  being  able  to  borrow  at 
4^  per  cent.,  the  French  Government  was  obliged  to  pay  six,  and  the 
best  course,  in  such  circumstances,  would  have  been  to  issue  a  6  per 
cent,  stock  at  par ;  or,  at  least,  but  little  below  it.  Instead  of  this,  a 
5  per  cent,  stock  was  issued  at  84,  and  the  consequence  is  that 
whenever  it  is  paid  off  the  government  must  return  100  francs 
for  every  84  which  it  has  received.  The  price  of  the  stock  rose 
to  par  within  three  years  from  the  time  of  its  creation,  but  the  tax- 
payers derived  no  benefit  from  it.  Had  a  6  per  cent,  stock  been  created 
it  would  by  this  time  have  been  possible  to  redeem  it  by  a  new  stocky 
bearing  interest  at  the  rate  of  5  or,  perhaps,  even  4^  per  cent.,  and  a 
saving  would  have  been  effected  of  one-sixth  or  a  quarter  of  the  interest, 
which,  on  so  large  a  loan  and  in  so  heavily  taxed  a  country  as  France, 
would  ]iave  been  a  gain  of  no  slight  magnitude.  It  is  objected  that  to 
issue  a  stock  at  par  is  to  deprive  those  who  invest  in  it  of  the  advantage 
to  be  gained  from  a  rise  in  the  price,  and  that  stocks  issued  in  this 
manner  would  not  be  so  readily  taken  up.  There  is  no  doubt  some 
force  in  this  objection,  but,  in  point  of  fact,  there  must  always  be  room 
for  some  fluctuations  of  price,  even  when  it  is  known  that  the  stock 
may  be  redeemed  at  par.  The  French  6  per  cents.,  and  more  recently 
the  5  per  cents.,  did  rise  above  par,  although  it  was  well  known  that 
both  of  them  might  be  redeemed,  as  the  former  actually  has  been.  The 
Government  cannot  well  undertake  to  redeem  a  stock  unless  it  is  able  to 
raise  a  fresh  loan  at  interest  at  least  a  half  per  cent,  lower,  and  the  prioe 
must  rise  5  or  6  per  cent,  above  par  before  such  a  step  can  be  ventured 
upon*  There  would,  moreover,  be  no  harm  in  issuing  a  stock  at  one  or 
two  below  pipr,  and  thus  allowing  some  chance  of  profit  to  those  who  are 
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not  content  with  high  interest.  Even  if  it  were  necessary  to  pay  an 
additional  quarter  or  half  per  cent.^  in  order  to  place  the  whole  loan  at 
par,  sach  a  temporary  loss  would  be  far  outweighed  by  the  advantage  of 
being  able  to  reduce  the  interest  as  soon  as  the  particular  emergency 
was  passed.  The  point  to  attend  to  is  that  those  who  advance  money 
to  the  government  in  time  of  need  make  a  temporary  sacrifice,  and  that 
care  should  be  taken  that  they  only  receive  a  temporary  reward.  By 
issuing  a  stock  bearing  high  interest,  and  subsequently  replacing  it  by 
others  bearing  lower  interest,  the  government  pays  in  time  of  need  as 
mnch  as  the  lenders  can  exact,  and,  as  soon  as  the  emergency  is  over^  gains 
the  full  benefit  to  which  it  is  entitled  by  its  character  for  stability  and 
honesty.  ^ 

Although  experience  has  shown  that  the  best  course  for  a  government 
to  pursue,  in  raising  a  loan,  is  to  sell  perpetual  annuities,  it  by  no  means 
follows  that  no  attempt  should  be  made  to  reduce  the  amount  of  the 
debt.  English  financiers  have,  indeed,  never  lost  sight  of  this  object, 
although  their  attempts  at  reduction  have  not  yet  produced,  and  are  not 
likely  for  a  long  time  to  come  to  produce,  much  effect.  The  same  reasons 
which  make  it  desirable  to  incur  a  debt  apply  with  more  or  less  force 
against  aU  attempts  to  reduce  its  amount.  Borrowing  is  resorted  to  in 
order  to  avoid  the  necessity  of  imposing  taxes,  which  interfere  with 
industry ;  and  to  impose  injurious  taxes,  in  order  to  pay  oflf  the  debt,  would 
be  to  shackle  production  in  order  that  at  some  future  time  it  may  be  left 
unshackled.  The  unpopularity  which  attaches  to  every  proposal  for  a 
new  tax  makes  it  extremely  difficult  for  one  to  be  imposed  for  the  sake 
of  so  remote  a  gain  as  would  be  derived  from  a  future  reduction  of  taxa> 
tion;  and  hence  it  is  generally  found  that  the  eagerness  of  the  people  to 
reduce  the  debt  soon  melts  away  after  a  few  years'  experience  of  heavy 
taxes.  Thus,  immediately  after  the  termination  of  the  American,  civil 
war,  the  Federal  Government  made  astonishing  progress  in  reducing  its 
debt ;  but  after  six  or  seven  years  of  peace  the  impatience  of  the  tax- 
payers became  too  powerful  for  the  government  to  resist,  and  it  has  since 
almost  confined  its  attention  to  the  reduction  of  the  interest.  There  is 
every  reason  to  believe  that  every  country  which  now  possesses  a  con- 
siderable debt  will  continue  burdened  with  it,  if  not  for  ever,  at  least 
for  as  long  a  period  as  it  is  possible  for  the  present  generation  to  look 
forward  to.  Some  of  the  attempts  which  have  been  made  in  England 
and  France  to  reduce  the  debt  have  been  better  calculated  to  inveigle  the 
public  into  a  belief  that  a  great  reduction  had  been  effected  than  to 
confer  any  real  benefit  on  the  taxpayers.  If  the  debt  is  to  be  really 
reduced,  a  sum  must  be  taken  out  of  the  surplus  of  revenue  over  expen- 
diture^ and  employed  in  paying  off  the  fundholders,  or  in  purchMdng 
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stock  on  wivich  no  fnrther  interest  shonld  be  paid.  Where  this  course 
is  adopted,  the  amount  of  the  debt  is  really  reduced,  and  the  surplus  of 
succeeding  years  is  increased  by  the  diminution  of  expenditure  under 
the  hfead  of  interest.  But  the  scheme  which  was  devised  by  Dr.  Price, 
and  carried  out  by  Pitt^  was  an  attempt  to  make  a  single  payment  do 
the  work  of  twenty.  Commissioners  were  appointed,  who. were  first 
credited  with  a  sum  of  money  to  be  invested  in  the  purchase  of  stocky  and 
were  then  ordered  to  employ  the  interest  in  further  purchases^and  it  was 
supposed  that  the  whole  amount  of  which  they  thus  became  possessed  was 
subtracted  from  the  total  of  the  debt.  It  is  clear,  however,  that 
by  reinvesting  the  interest  no  greater  reduction  of  the  debt  is  effected 
than  would  have  been  if  the  amount  originally  purchased^had  been 
immediately  cancelled.  The  taxpayers  got  no  relief,  for  the  interest 
on  the  stock  held  by  the  commissioners  was  as  regularly  paid  as  that 
on  the  rest  of  the  debt,  and  the  expense  of  the  office  was,  of  course, 
defrayed  out  of  the  taxes.  When  the  system  was  abolished  some  relief 
was  obtained,  for  the  payment  of  the  interest  was  discontinued,  but  this 
might  have  been  done  quite  as  well  if  the  stock  had  been  cancelled  in 
the  first  instance.  A  somewhat  similar  system,  though,  perhaps,  even 
more  absurd,  was  carried  on  in  France  under  the  second  empire.  A 
very  large  sum,  about  200,000,000  francs,  was  paid  over  each  year  to 
commissioners  for  reducing  the  debt,  but  as  the  revenue  did  not  afford 
any  such  surplus  the  Government  was  obliged  to  borrow  money  to 
defray  its  expenses,  and  it  borrowed  from  the  commissioners,  who  were 
thus  professing  to  reduce  the  debt  while  they  were  really  filling  up  an 
artificial  deficit  created  by  a  payment  made  to  them ;  thus  the  govern- 
ment lent  with  the  right  hand  and  borrowed  with  the  left,  and  it  is 
unnecessary  to  say  that  such  a  system  is  not  only  useless,  but  wastes  the 
taxpayers'  money  in  keeping  up  the  office  which  carries  it  on.  The 
system  which  is  still  pursued  in  Eng^nd,  although  not  so  absurd  as  the 
two  which  have  just  been  described,  is  yet  arranged  so  as  to  appear 
more  advantageous  than  it  really  is.  It  is  provided  that  a  quarter  of 
the  surplus  revenue  of  each  year  shall  be  paid  over  to  the  commissioners 
for  the  reduction  of  the  national  debt,  who  are  to  invest  it  in  stock,  which 
is  thereupon  to  be  cancelled.  In  order  that  such  a  system  may  be 
properly  carried  out,  the  surplus  ought  to  be  ascertained  at  the  end  of 
each  financial  year,  and  a  fourth  part  of  it  should  then  be  paid  over  to 
the  commissioners.  But,  instead  of  this,  the  accounts  are  balanced  once 
in  three  months,  and  the  commissioners  are  credited  with  a  quarter  of 
the  surplus  of  the  preceding  twelve  months.  If  the  revenue  came  in, 
and  the  expenditure  continued  at  the  same  rate  all  the  year  round,  it 
would  not  matter  whether  the  accounts  were  balanced  once  a  quarter  or 
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once  a  year  ;  but  there  is  much  irregularity  under  both  these  heads,  and 
the  consequence  is,  that  if  the  commissioners  received  all  to  which  they 
are  entitled  there  would  be  a  deficit  in  some  quarters,  which  could  not 
be  made  up  by  the  superabundance  of  others.  It  has  accordingly  been 
provided  by  a  later  Act  that  the  Treasury  may  suspend  the  operation  of 
this  sinking  fund  whenever  the  state  of  the  revenue  requires  it,  and  this 
power  is  constantly  exercised.  Still,  however,  the  amount  transferred  to 
the  oommiBsioners  is  published  every  quarter,  while  the  order  of  the 
Treasury,  which  prevents  them  from  applying  it,  is  not  pubhshed,  and  the 
public  are  misled  into  the  belief  that  a  larger  reduction  of  the  debt  has 
taken  place  than  is  really  the  case. 

As  the  great  difficulty  which  besets  all  attempts  to  reduce  the  debt  is 
the  unwillingness  of  the  taxpayers  to  submit  to  a  present  sacrifice  in  order 
to  avoid  the  necessity  of  a  future  sacrifice,  financiers  are  obliged  to  resort 
to  various  expedients  in  order  to  make  it  appear  that  the  persistence  in  a 
particular  plan  of  reduction  is  required  by  public  faith.  When  the 
method  adopted  is  that  of  drawing  a  certain  number  of  bonds  every  year 
and  paying  them  off,  there  are  the  bondholders  who  have  inv&ted  their 
money  on  the  understanding  that  their  bonds  will  be  drawn  at  some 
time  or  other,  and  financiers  can  refer  to  them  aa  persons  who  would 
be  injured,  if  the  process  of  cancellation  were  stopped.  As,  however, 
the  difficulty  can  be  met  by  the  issue  of  a  fresh  loan,  the  adoption  of 
such  a  system  does  not  secure  the  imposition  or  retention  of  taxes  for 
the  purpose  of  reducing  the  debt.  The  system  of  devoting  a  jwrtion  of 
the  surplus  of  each  year  to  the  purpose  does  not  produce  much  effect, 
because,  whenever  the  surplus  is  large,  the  taxpayers  naturally  wish  to 
benefit  by  the  abolition  or  reduction  of  taxes.  It  is  of  little  use  to  enact 
that  a  certain  definite  sum  shall  be  set  aside  every  year  for  the  reduction 
of  debt,  because,  whenever  it  is  necessary  to  impose  fresh  taxes,  it  is  at 
once  suggested  that  the  necessity  may  be  dispensed  with  by  stopping  the 
process  of  reduction.  Nobody  is  entitled  to  have  his  stock  paid  off,  and 
nobody  therefore  loses,  when  the  process  is  stopped ;  while  the  taxpayers 
gain  by  being  spared  the  imposition  of  fresh  taxes.  It  is  thus  that  all 
attempts  which  have  been  made  in  this  country  to  set  aside  a  definite 
sum  to  the  reduction  of  the  debt  have  been  abandoned  as  soon  as  any 
financial  difficulties  have  arisen.  The  last  instance  in  which  the  attempt 
was  thus  abandoned,  was  immediately  after  the  Crimean  war ;  but,  in 
spite  of  such  recent  experience.  Sir  Stafford  Northcote,  the  Chancellor  of 
the  Exchequer,  induced  Parliament,  in  1875,  to  agree  to  another,  by 
fixing  a  certain  sum  to  be  paid  every  year  towards  the  interest  and 
extinction  of  the  debt,  more  to  be  applied  to  the  latter  object,  as  less  was 
wanted  for  the  former.    It  was  pointed  out  by  Mr.  Gladstone  at  the 
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time  that  all  snch  attempts  had  failed,  on  acconnt  of  the  impOBBibilii^  ot 
binding  future  Parliaments ;  but  the  Chancellor  and  the  House  deter- 
mined to  make  the  experiment  once  more,  though  Mr.  Disraeli  admitted 
that  an  exceptional  case  might  arise  in  which  it  would  be  proper  to 
abandon  it.  Looking  at  the  experience  of  the  past,  it  is  to  be  expected 
that  such  exceptional  cases  certainly  will  arise,  and  that,  when  they  do, 
the  Parliament  of  that  day  will  act  as  its  predecessors  have  done.  It 
must  be  admitted,  however,  that  the  system  which  Mr.  Gladstone  has  car- 
ried out  with  so  much  success  differs  very  little  from  that  of  Sir  Stafford 
Northcote,  and  was  very  nearly  shipwrecked  on  the  same  sand-bank. 
His  system  consists  in  exchanging  consols  for  a  terminable  annuity,  paid 
to  commissioners,  who  are  bound  to  set  aside  a  certain  sum  every  year 
for  the  purchase  of  stock.  The  difficulty  of  exchanging  consols  for  a 
terminable  annuity  is  avoided  by  using  the  money  deposited  in  the  post- 
office  savings'  banks,  while  the  depositors  are  protected  from  loss  by  the 
setting  aside  of  a  portion  of  the  annuity.  Under  this  system,  as  under 
that  of  Sir  Stafford  Northcote,  there  is  really  no  one  who  would  be 
injured  if'  the  payment  were  stopped,  and  it  was  not  without  difficulty 
that  Mr.  Gladstone  contrived  to  save  it  on  the  first  occasion  when  an 
increase  of  taxation  was  required.  Ito  only  merit  is  that  it  presents  the 
appearance  of  a  claim  on  the  part  of  certain  creditors,  but  this  appear- 
ance is  strong, enough  to  have  preserved  the  system  in  operation  for 
many  years,  and  there  is  every  reason  to  believe  that  it  wiU  survive  that 
which  has  been  revived  by  Sir  Stafford  Northcote.  It  may  be  hoped 
that  as  the  wealth  of  the  country  increases  the  taxpayers  will  be  more 
inclined  to  submit  for  a  time  to  moderately  heavy  taxes  for  the  sake  of 
obtaining  the  much  greater  relief  which  a  great  reduction  of  the  debt 
would  bring  them,  and  that  it  will  not  be  neccBsary  to  resort  to  any 
disguise  to  induce  them  to  do  so.  The  desirableness  of  reducing  the 
debt,  if  it  could  be  done,  without  any  great  sacrifice,  hardly  needs  to  be 
ftirther  pointed  out.  Every  tax  inflicts  some  loss  on  the  people  beyond 
the  actual  abstraction  of  so  much  money  from  them,  and  the  relief 
which  would  be  afforded  by  paying  off  the  whole,  or  even  half,  of  our 
national  debt  would  be  enormous.  There  is,  however,  a  phrase,  which 
has  been  frequently  used  by  Mr.  Laing,  which  impUes  that  reduc- 
tion is  in  itself  undesirable.  Instead  of  applying  money  to  this  pur- 
pose it  would  be  better,  he  tells  us,  to  leave  it  "to  fiructify  in  the 
pockets  of  the  people,"  He  seems  to  think  that  those  fbnd-holders 
who  were  paid  off  would  not  make  their  money  fructify,  though 
why  this  should  be  assumed  is  by  no  means  apparent.  Those 
who  have  invested  in  the  funds  are  not  the  class  of  people  who 
waste  their  money  or  allow  it  to  lie  idle ;  and  if  they  were  paid  off  tbey 
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wonld  take  care  to  find  some  other  investment  which  would  fructify^  as 
far  as  they  were  concerned.  Perhaps  Mr.  Laing  thinks  that  it  is  unwise 
to  employ,  in  paying  off  a  loan  at  8  per  cent.,  money  which,  if  employed 
in  business,  wiU  yield  5  or  10  per  cent. ;  but  the  reduction  of  the  debt 
does  not  imply  that  any  such  losing  process  would  be  carried  on.  The 
capital  which  is  represented  by  the  amount  of  the  debt  has  been  already 
destroyed,  for  it  was  consumed  in  maintaining  our  fleets  and  armies, 
when  the  debt  was  contracted.  Whatever  may  hereafter  be  paid  to  the 
fnndholders  will  not  be  so  much  capital  withdrawn  from  production,  but 
will  simply  be  taken  from  the  large  surplus  which  is  annually  produced 
beyond  what  is  required  to  maintain  production  in  full  activity.  The 
reduction  of  taxation,  which  would  follow  on  the  extinction  of  the  debt, 
would  remove  so  many  obstacles  to  trade  and  industry  that  the  capital 
possessed  by  the  people  would  fructify  even  more  than  it  does  at  present. 
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